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REVISED STAFF REPORT
As reported out of the Budget and Fiscal Management Committee

Proposed Ordinance 2010-0262, as amended, passed out of committee with a “Do Pass” recommendation, expedited to Council in order to meet a contract deadline of June 30.  The amendment changed the Executive-proposed rate from $35.15 to $36.10.  There is a technical amendment (A1, attached) that adjusts the monetary requirements and Attachment A to reflect the amended rate of $36.10.

SUBJECT:  AN ORDINANCE setting the sewer rate and capacity charge for 2011.
SUMMARY:  
Proposed Ordinance 2010-0262 advances the Council’s priority of Financial Stewardship and its goal to exercise sound financial management in adopting a balanced budget that reflects the values of King County residents and builds the county’s fiscal strength.

This proposed ordinance would:

· Set the 2011 monthly sewer rate at $35.15 per residential customer equivalent (RCE) per month, which is a 10.2 percent or $3.25 increase over the 2010 rate of $31.90;
· Set the monthly capacity charge for new connections to the regional system occurring in 2011 at $50.45, which is a 2.8 percent or $1.38 increase over the 2010 rate of $49.07.
This staff report presents the Executive's and additional rate scenarios that vary in whether they are a rate for one year or two years, the type of bond financing, and how the rate stabilization fund is used.  Further analysis of the components of the rate did not reveal any areas where additional cuts can be made.

At the May 18 briefing, Councilmembers asked about the extent of deferred maintenance on projects, impact on water quality programs, and the possibility of a 30-year capacity charge.  These issues are not expected to impact rate considerations at this time for reasons discussed in this report.
King County's sewer rates are set for the following year by June 30 of each year.  Therefore the Council must adopt a rate by June 14 unless it declares an emergency. 
Errata: The WLRD reduction is $1.5M, not $1.2M as previously reported. This does not change the rate because the Executive's computations assumed $1.5M. The WTD to WLRD transfer portion of the rate increases by $0.03 to $0.18 and "Central Rate Adjustments/Other" decreases by $0.03 from $0.41 to $0.38.
BACKGROUND:

On May 18, 2010, the Budget and Fiscal Management Committee heard a staff report on this item and received testimony from Scott Thomasson, chair of the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) (see also Attachment 5, letter from MWPAAC to Council dated April 28, 2010 discussed at May 18 BFM meeting).  Also in attendance answering questions were Wastewater Treatment Division staff and the county's bond advisor, Rob Shelley.
This staff report summarizes the May 18 staff report (see Attachment 6 for entire May 18 staff report).  This report then answers questions which were posed by Councilmembers at the May 18 BFM meeting, and analyzes sewer rate options.

Wastewater Services Contracts

King County provides wastewater services for 34 municipalities or sewer districts in King County, southern Snohomish County and the northern tip of Pierce County.  There are two charges to customers, a monthly sewer fee and a capacity charge for new connections to the system. 
The contracts specify that the sewer rate be in place by June 30 of each year.  For a non-emergency ordinance, after Council approval, the Executive would need to sign by June 18 (the 20th is a Sunday) to meet this deadline.  Therefore the Council would need to adopt the rate by its June 14 meeting.
Monthly Sewer Rate

The monthly sewer rate goes towards all WTD expenses, including operating costs, debt service, and capital expenses.  For the monthly sewer rate, cities and special districts are charged based on Residential Customer Equivalent (RCE) units.  One RCE represents the average amount of wastewater a single family residence generates in a month.  Each residential unit is charged one RCE; commercial businesses are charged based on usage. Cities and special districts that contract with King County then charge their customers based on water usage (assuming a like amount is discharged to sewers) or one RCE per unit.  Cities and special districts bill also for local district costs to maintain and/or expand their local system of collection, in addition to the regional charge for wastewater treatment and conveyance.  An average single household would be charged $35.15 per month for regional services in 2011 under the Executive's proposal (see bolded line in Table 1 below).

Table 1. Sewer Rates (1996-2010 Actual; 2011-2016 Projected)
	Year
	Rate

($/Mo/RCE)
	% 
Increase

	1996 - 1999
	$19.10
	

	2000
	19.50
	2.1%

	2001
	19.75
	1.3%

	2002 - 2004
	23.40
	18.5%

	2005 - 2006
	25.60
	9.4%

	2007 - 2008
	27.95
	9.2%

	2009 - 2010
	31.90
	14.1%

	2011
	35.15
	10.2%

	2012
	38.25
	8.8%

	2013
	39.10
	2.2%

	2014
	39.90
	2.0%

	2015
	42.52
	6.6%

	2016
	42.81
	0.7%


Capacity Charge
New connections to the regional wastewater system are assessed a capacity charge.  The capacity charge helps pay for capital improvements required to provide capacity for these new customers.  This is in accordance with the adopted policy of “growth pays for growth” (K.C.C. 28.86.160 FP-15 and Ordinance 14219).
The Executive's proposal includes raising the monthly capacity charge to $50.45 per month (see bolded line in Table 2 below).  The charge is billed directly to the owner of the property after the sewer connection is made (unlike an ‘impact fee’ that is charged at the time of permit application.)  Customers are provided the opportunity to pay their capacity charge in full or over fifteen years.  The capacity charge as proposed for 2011 at $50.45 would amount to $9,081 if paid monthly for the full term of 15 years.  An up-front payment, discounted at 5.5% compounded over the 15 years, would amount to $6,241. 
Table 2. Capacity Charge (1996 – 2010 Actual; 2011-2016 Projected)
	Year
	Rate

($/Mo/RCE)
	% Increase

	1996 - 1997
	$7.00
	

	1998 - 2001
	10.50
	50.0%

	2002
	17.20
	63.8%

	2003
	17.60
	2.3%

	2004
	18.00
	2.3%

	2005 - 2006
	34.05
	89.2%

	2007
	42.00
	23.3%

	2008
	46.25
	10.1%

	2009
	47.64
	3.0%

	2010
	49.07
	3.0%

	2011
	50.45
	2.8%

	2012
	51.96
	3.0%

	2013
	53.52
	3.0%

	2014
	55.13
	3.0%

	2015
	56.78
	 3.0%

	2016
	58.49
	3.0%


The capacity charge is based on 30-year projections and the projections are updated every three years.  The projections were updated this year, in 2010, for the 2011 proposed capacity charge.
Budget
The 2010 Wastewater Treatment Division (WTD) budget is 7.6% of the County’s total $5 billion budget, down from being 9% of the County's $4.9 billion budget in 2009.  The WTD budget is comprised of Operations, Debt Service, and CIP, as shown in Table 3.

Table 3.  2009-2010 Adopted WTD Budget
	Appropriation Unit
	2009

Adopted
	2009

% of Total
	2010

Adopted
	2010

% of Total

	WTD Operations
	$102,916,802
	23.0%
	$108,872,937
	28.7%

	WTD Debt Service
	177,902,230
	39.7%
	178,569,346
	47.1%

	WTD CIP
	167,601,619
	37.4%
	91,993,254
	24.2%

	    Total
	$448,420,651
	100.0%
	$379,435,537 
	100.0%


The revenue forecast for 2010 is $304 million (see Attachment A to Proposed Ordinance, WTD Financial Plan for the 2011 Proposed Sewer Rate). WTD has a revenue forecast of $346 million in 2011. Over 95 percent of the total revenue comes from the monthly sewer rate and capacity charge.
Operating

The 2011 operating expense projection represents a 4.0% increase compared to 2010. The majority of operating expenses come from wastewater treatment operations (56%).  Administration and central charges make up 21%, down from 34% last year, with the remaining operating expenses coming from Water and Land Resources Division transfers (9%), biosolid resource recovery (7%), project planning and delivery (4%), and environmental and community services (3%). 

For the Executive's proposed rate, increases in operating expenses come from labor (cost of living allowances ‘COLA’ and benefits), Brightwater operating costs as the treatment plant comes on-line, and increases in chemical and energy costs (including switching from chlorine to the safer but more expensive hypochlorite at the West Point plant).  
Decreases in operating expenses come primarily from a reduction in central charges and reductions in funding to WLRD.  Utilization of the rate stabilization reserve also offsets increases in the operating expenses.  Staffing levels at WTD have remained the same for a long period of time (from 598.7 FTEs in 2005 to 592.7 FTEs in 2010) which also helps to keep operating expenses down.
Capital

Capital expenditures peaked in 2008 and 2009.  The capital program drives the need for cash flow to be provided through short and long-term debt.  Debt in turn drives debt service and has a direct impact on both the monthly rate and the capacity charge.  

As the capital need drops in the out-years, so does pressure on the rate.  The 0.7% rate increase that is projected for 2016 is indicative of the tapering off that is expected to occur with rate increases through 2020.  In addition, the capacity charge amounts projected to be collected from 2015 - 2030 will add to the stability if not reduction of the rate, in comparison to inflation, assuming no additional major projects are added to the capital plan during the 2030 period. 
Table 4. WTD Total CIP (2008-2015) in $Millions
	Brightwater
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	2010 Adopted
	369.8
	447.1
	228.6
	81.9
	25.4
	
	
	

	2011 Update
	369.8
	357.9
	312.8
	121.7
	10.1
	
	
	

	Difference
	0
	-89.2
	84.3
	39.8
	-15.3
	
	
	

	Other Capital
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	2010 Adopted
	106.1
	107.7
	99.4
	109.3
	102.0
	159.1
	159.3
	159.7

	2011 Update
	106.1
	97.6
	81.5
	110.9
	102.4
	140.4
	152.9
	207.2

	Difference
	0
	-10.1
	-17.9
	1.5
	0.4
	-18.7
	-6.4
	47.5

	Total Capital
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	2010 Adopted
	475.9
	554.8
	327.9
	191.2
	127.4
	159.1
	159.3
	159.7

	2011 Update
	475.9
	455.5
	394.3
	232.6
	112.5
	140.4
	152.9
	207.2

	Difference
	0
	-99.3
	66.4
	41.3
	-14.9
	-18.7
	-6.4
	47.5


The capital program accomplishment rate refers to the cash flow requirement generated by the capital program.  For example, a capital budget of $100 at an accomplishment rate of 95% means $95 of cash must be available.  During the past five years, the average accomplishment rate for WTD capital programs has been 87 percent.  For 2010 through 2016, the projected Brightwater CIP accomplishment rate is 95% each year.  Non-Brightwater rates are assumed to be 85% annually.  

Debt Service Coverage Ratio
The debt service coverage ratio is basically the amount of money that needs to be available compared to how much debt needs to be paid.  The debt service coverage ratio needed for the county’s bond covenants is 1.25 for parity bond debt service and 1.15 for total debt service.  Maintaining that ratio is one of the primary considerations of the revenue and expenditure balancing decisions.  The parity and total debt service coverage ratios are maintained at the appropriate levels (above 1.25 and 1.15, respectively) through 2016 (see Attachment A to Proposed Ordinance, WTD Financial Plan for the 2011 Proposed Sewer Rate). 

ADDITIONAL ANALYSIS (see previous staff report for original analysis)
With the slowed economy, the lower number of paying customers has reduced WTD revenue.  Decrease in revenue can be offset in a number of ways, including:

1. Reducing projected operating expenses
2. Reviewing and prioritizing all capital projects to determine if any can be delayed
3. Increasing the sewer rate.
As discussed on May 18, the main drivers of the rate increase are 1) the county's long-term debt payments that must be made (i.e., its long-term investment in infrastructure) and 2) the poor economy, which decreases revenue and increases borrowing costs.
Brightwater is part of the long-term debt service costs just like all other wastewater capital projects.  These projects generate jobs and have helped the wastewater treatment and conveyance system keep pace with growth that otherwise was originally projected to max out the system, and therefore the region’s capacity to add jobs and new housing units, by 2010.  Additional costs due to the Brightwater tunnel system delays have only added approximately $0.07 to the monthly sewer rate.  
As discussed on May 18, the operating expenses and capital expenses appear to be as pared down as they can be.  The WLRD reduction and deferred capital projects are discussed in greater detail below, in addition to member questions regarding the capacity charge.
WLRD Reduction
The WTD to WLRD transfer funds WTD activities including meeting NPDES wastewater permit and other regulatory requirements, monitoring water potentially affected by sewage treatment outfalls, designing and operating treatment plants or Combined Sewer Outfall (CSO) control facilities, monitoring recycled products such as biosolids, conducting sediment remediation for contaminated soils, and participating in cooperative studies with other governmental and research agencies on issues related to wastewater and the environment.
As mentioned in the introduction, the WLRD reduction as proposed by the Executive is $1.5M, not $1.2M.  The WTD to WLRD transfer was $12.62M in 2009.  It increased from $12.68M in 2005 to a high of $13.75M in 2008.  There is also an additional $3M that is spent on water quality monitoring activities from other sources such as grants and interlocal agreements. The $1.5M reduction from the transfer is roughly a 10% cut to WLRD water monitoring activities.

It is too early in the budgetary process to know what the cuts would be. DNRP is still conducting its evaluation of the water quality monitoring programs and other services. They have, however, indicated that they are concentrating on opportunities to reduce monitoring by reducing the number of sites that are monitored in a given area and by reducing sampling and data collection where possible.  They believe there are opportunities where they can reduce the frequency and still monitor environmental conditions, such as where data sets have remained unchanged over a long period of time.
In addition, there are currently five vacancies, four of which have been unfilled for a year or more. Not including one position which WLRD deems essential to fill, these positions represent approximately $350k in salaries and benefits. These are potential savings that would not cost people's jobs or decrease water quality monitoring activities compared to this year.  Another possible area to explore could be investment in a volunteer lakes monitoring program, if it does not violate fair labor practices of the County.  The county currently manages a program for contract cities that covers 12 urban lakes. Many years ago the state ran a successful volunteer program that was able to monitor 50 lakes around the state with one FTE program manager.
Because specific cuts are not yet determined, there is insufficient data for the Council to evaluate whether more or less can or should be cut from the program and what its effects on water monitoring in the county would be.  Therefore, this analysis concludes that the division should be allowed to continue its process of finding efficiencies to meet the Executive's proposed cuts.  The Council will see the Executive's budget proposal this fall, and can exercise its appropriation authority at that time to ensure that water quality monitoring efforts continue to meet the county's needs. 
Deferred Capital Projects

WTD staff indicated that WTD has established and follows a ‘best practices' maintenance program as part of its recently re-structured Asset Management Program.  WTD makes regular investments in infrastructure and has an active inspection program and asset management program to avoid failures that lead to the kinds of massive rate hikes that some other jurisdictions are experiencing across the country.  (See, e.g., 'Huge Hikes in Water, Sewer Rates on Tap across USA', 12/27/07 USA Today, and 'Saving U.S. Water and Sewer Systems Would be Costly,' 3/14/10, NY Times).
WTD staff stated that older assets are often inspected more frequently to help ensure that system integrity is maintained and that needed repairs are identified before they become more expensive to complete.
Recent asset management project delays include:

· Fremont Siphon Project ($67.9M) - Rehabilitate a 98-year-old siphon. Project construction is delayed one year from 2014 to 2015 based on engineering assumptions as to the rate of deterioration of the siphon material and assessment of the current condition of the siphon.  Monitoring will continue as the project proceeds through the design phase.

· South Treatment Plant Odor Control Phase III ($33.1M) – Odor control. Project start has been delayed two years from 2010 to 2012 in order to have more time to explore alternatives. Only one odor control complaint was recorded in 2009, and WTD is continuing to work with the City of Renton on operational methods to keep odors in check.

· Conveyance Pipeline H2S Corrosion Rehabilitation ($15M) – Rehabilitate sections of pipeline identified to have suffered moderate to severe corrosion due to the presence of Hydrogen Sulfide. Sections of pipeline with the most severe corrosion are addressed first. Rehabilitation consists of relining the corroded pipelines. This project budget was reduced from $20M to $15M and the project start delayed one year from 2011 to 2012. It will result in the need to replace larger amounts of pipe each year.

· South Plant Raw Sewage Pumps, Motors and Drives project ($9.7M) – Replacement and upgrade of South Plant raw sewage pumps, motors and drives that transport the raw sewage from the influent pipelines to the treatment plant. This project was originally scheduled to start in 2009 and has been delayed to 2012.  As a result, existing pumps will require ongoing maintenance and potential rebuild rather than replacement in order to keep them in operation.

· Minor Asset Management Programs ($1.8M) – Electrical, mechanical, sites/structures and process improvements. These projects were reduced in budget from $2.8M to $1.8M for 2010 and 2011. With the budget reduced, WTD will work on a smaller number of the highest priority minor asset management projects. Projects that are not funded will be prioritized as part of the 2012 capital budget request.
WTD's deferred upgrades or replacements on capital projects to adapt to cashflow constraints appears to be reasonable, as they employ best practices, do regular inspections, and work with engineers and project team members in making their deferment decisions.     
Capacity Charge
The capacity charge is calculated using methodology laid out in Wastewater Financial Policy 15 (FP-15), K.C.C. 28.86.160.  As noted in FP-15, the sewer rates and capacity charges are to be designed to have "growth pay for growth."  The Regional Water Quality Committee will be revisiting the methodology behind the capacity charge this year based on recommendations emerging from its chartered Financial Policies Work Group. 
It was asked at the May 18 meeting whether the capacity charge might be adjustable via means such as increasing the pay period from the current 15-year billing. The 15-year period is a holdover from state law which used to allow collection over a 15-year period.  The state law changed in 2000 and now refers to it as a "monthly" charge.  K.C.C. 28.84.050(O)(3) requires that the capacity charge be charged monthly over 15 years with an ability to pay off the total remaining amount discounted at 5.5%.  Therefore, increasing the capacity charge pay period (to 20 or more years, for example) would not require a change in state law, but would require a change in county code.

Increasing the pay period would decrease monthly payments but increase the total amount paid (due to interest).  For example, allowing customers to pay the capacity charge over 30 years instead of 15 would reduce monthly payments by approximately $15 but would increase the total paid over the term by approximately $3,500.  Side effects of a longer pay period would be an increase in the sewer rate, and an increase in administrative and collection costs as the number of customers tracked by WTD increased over time. 
Presently, WTD is seeing a rise in the number of people choosing to pay their capacity charge in full up front. Customers paying in full can incorporate the amount into their mortgage, which helps the customer by extending the payments out over the life of the mortgage and reaping the benefit of federal tax credits, while giving the county the benefit of having the capacity charge paid off up-front.
Sewer Rate Alternatives
As mentioned above, there did not appear to be any additional savings in operational or capital costs that could be used to drive down the sewer rate.  Therefore, the two main tools at the Council's disposal to adjust the monthly sewer rate are use of the rate stabilization reserve and the choice of bond financing (one year vs. two year, capitalized interest through mid-2012 for 2011 bonds vs. non-capitalized interest for 2011 bonds).
One-Year vs. Two-Year Rate
King County Code 28.86.160 sets forth the county's financial policies in accordance with the Regional Wastewater Services Plan.  Financial Policy 15 specifically states, "King County should attempt to adopt a multi-year sewer rate to provide stable costs to sewer customers."  As can be seen at the bottom of Table 1 (p.3), King County has adopted a multi-year rate every year since 2002.
The advantage of a multi-year rate is that it adds stability and predictability by allowing clients to plan, knowing what the rate costs will be for the next two years, which is in accordance with FP-15.  The downside of a multi-year rate is that in the first year of a two-year rate it is higher than a one-year rate would be.  However, this also has the positive fiscal effect of placing more funds in a reserve as prudent savings.
The advantage of a one-year rate at this time is that in the first year it gives some economic relief to ratepayers in a poor economy, since the rate is less than a two-year rate.  In addition, it gives flexibility to adapt to changing costs and trends, since a different rate is adopted in the second year.  It should be noted, however, that a two-year rate also has this flexibility, because the two-year rate is a policy decision by the Council to base the first year's rate on a projection that assumes the second year's rate holds steady. The Council adopts the rate each year regardless of whether the model is a one-year or two-year rate.  

The other downside of a one-year rate is the flip side of the benefit of a two-year rate that provides stable multi-year rates.  That is, with a one-year rate, the rate is guaranteed to rise the second year, assuming the same expenses, inflation and no new or additional sources of revenue.  The savings in ratepayers' pockets in the first year result in a bigger hit to the ratepayers' pocket in the second year, which can be equally difficult for ratepayers if the economic downturn continues.

Capitalized vs. Noncapitalized Interest

The use of capitalized interest on bonds that are issued leads to different rate possibilities for one-year and two-year rate scenarios.  Capitalized interest is where the county issues a bond where the principal includes an extra amount that is used to make interest payments.  The result is more borrowing up front and more debt service paid over the life of the bond, but the benefit is that it frees up cash flow in the beginning, which drives down sewer rates.  To put capitalized interest in perspective, for a bond of about $200 million, capitalized interest would require borrowing $20 million more upfront, which with interest over time results in a total debt service obligation that is $25 million greater than a bond without capitalized interest.

Capitalized interest is a commonly used financial tool. RCW 35.58.460 allows the county to use this financing method "during the period of construction…plus six months."  The Executive's proposal includes capitalizing interest on 2010 bond sales through mid-2012. Capitalizing interest on 2011 bond sales would be viewed more negatively by the bond rating agencies, as the majority of Brightwater will be complete by then.  

King County has a AA+ rating from Standard & Poor's and a Aa2 rating from Moody's (this was not an upgrade to King County's Aa3 rating but was merely a byproduct of Moody's making adjustments to its scales).  Although capitalizing interest on 2011 bond sales would be unlikely to result in a downgrade to King County's credit rating, not capitalizing the 2011 bonds would be viewed more favorably by the rating agencies.
The Alternatives
Two-year rates appear to offer more stability and financial predictability than one-year rates, and not capitalizing interest on bonds in 2011 would save the county more money in the long-run and be viewed more favorably by the rating agencies than capitalizing interest on bonds in 2011.  Therefore, on balance, a two-year non-capitalized rate scenario is a strong candidate for the Council's consideration.  The difference between one-year versus two-year, capitalized for 2011 bonds and non-capitalized for 2011 bonds are presented in the table below.  
Table 5. Alternative Sewer Rate Scenarios
	5.* Non-Capitalized in 2011, One-Year Rate (Exec Proposed)
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2010-12 Borrowing

	Sewer Rate
	$31.90 
	$35.15 
	$38.25 
	$39.10 
	$39.90 
	$42.52 
	$42.81 
	$490M

	% Change
	0.00%
	10.20%
	8.80%
	2.20%
	2.00%
	6.60%
	0.70%
	

	$ Change/Mo
	 $    -   
	$3.25 
	$3.10 
	$0.85 
	$0.80 
	$2.62 
	$0.29 
	

	Difference from 2010 adopted
	$0.00 
	($0.91)
	($1.54)
	($3.60)
	($3.32)
	($1.12)
	($1.05)
	

	Rate stabilization (Add)/Use
	($10.70)
	$2.40 
	$8.20 
	$16.80 
	$18.40 
	$0.00 
	$0.00 
	

	Non-Capitalized in 2011, Two-Year Rate
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2010-12 Borrowing

	Sewer Rate
	$31.90 
	$36.10 
	$36.10 
	$39.98 
	$39.98 
	$42.54 
	$42.82 
	$490M

	% Change
	0.00%
	13.20%
	0.00%
	10.70%
	0.00%
	6.40%
	0.70%
	

	$ Change/Mo
	 $    -   
	$4.20 
	 $     -   
	$3.88 
	 $    -   
	$2.56 
	$0.28 
	

	Difference from 2010 adopted
	$0.00 
	$0.04 
	($3.69)
	($2.72)
	($3.24)
	($1.10)
	($1.04)
	

	Rate stabilization (Add)/Use
	($10.70)
	($6.00)
	$25.80 
	$9.00 
	$17.10 
	$0.00 
	$0.00 
	

	4. Capitalized in 2011, One-Year Rate
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2010-12 Borrowing

	Sewer Rate
	$31.90 
	$34.00 
	$36.25 
	$38.80 
	$41.50 
	$42.71 
	$42.99 
	$510 

	% Change
	0.00%
	6.60%
	6.60%
	7.00%
	7.00%
	2.90%
	0.70%
	

	$ Change/Mo
	 $       -   
	$2.10 
	$2.25 
	$2.55 
	$2.70 
	$1.21 
	$0.28 
	

	Difference from 2010 adopted
	$0.00 
	($2.06)
	($3.54)
	($3.90)
	($1.72)
	($0.93)
	($0.87)
	

	Rate stabilization (Add)/Use
	($10.70)
	($1.20)
	$19.20 
	$21.00 
	$6.80 
	$0.00 
	$0.00 
	

	6. Capitalized in 2011, Two-Year Rate
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2010-12 Borrowing

	Sewer Rate
	$31.90 
	$35.70 
	$35.70 
	$39.90 
	$39.90 
	$42.71 
	$42.99 
	$510M

	% Change
	0.00%
	11.90%
	0.00%
	11.80%
	0.00%
	7.00%
	0.70%
	

	$ Change/Mo
	 $    -   
	$3.80 
	 $     -   
	$4.20 
	 $    -   
	$2.81 
	$0.28 
	

	Difference from 2010 adopted
	$0.00 
	($0.36)
	($4.09)
	($3.00)
	($3.52)
	($0.93)
	($0.87)
	

	Rate stabilization (Add)/Use
	($10.70)
	($15.40)
	$23.80 
	$15.60 
	$21.80 
	$0.00 
	$0.00 
	


* For cross-referencing, the number by the scenario is the number used in the Executive's Issue Paper transmitted with the proposed ordinance.
As can be seen in the table above, the non-capitalized two-year rate is less than a dollar more than the Executive's proposal and keeps more in ratepayers' pockets over the two-year period of 2011 through 2012.  The non-capitalized two-year rate scenario presented here is $0.15 less than the Executive's non-capitalized two-year rate scenario presented in his issue paper, with that difference shifted to 2013-2014.  The result is around 10% less banked up-front in the rate reserve, which slightly reduces some cash flow flexibility, but eases the ratepayer burden in 2011 and 2012.

REASONABLENESS:
Proposed Ordinance 2010-0262 would raise sewer rates from $31.90 to $35.15 (10.2% increase) and increase the capacity charge from $49.07 to $50.45 (2.8% increase).  The amendment if it passes would raise sewer rates from $31.90 to $36.10 (13.2% increase) and the capacity charge would be the same as proposed.  
Both rate models assume non-capitalized interest-only payments through 2013 for bonds issued in 2011, which saves the county money in the long run compared to capitalized bonds. The amendment would hold rates steady through 2012 in keeping with the wastewater financial policies that encourage stable multi-year rates. 
Both rate options appear to be a reasonable and prudent policy decision, depending upon whether the Council prefers to adopt a one-year or two-year rate plan.

AMENDMENTS:

Yes, there is a technical amendment (A1) that adjusts the monetary requirements and Attachment A to reflect the amended rate of $36.10.  
INVITED:
· Bob Burns, Interim Director, Department of Natural Resources and Parks (DNRP)

· Christie True, Director, Wastewater Treatment Division, DNRP

· Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, DNRP

· Tom Lienesch, Economist, Wastewater Treatment Division, DNRP

· Dwight Dively, Director, Office of Management and Budget 
· Rob Shelley, Bond Advisor

ATTACHMENTS:

1. Amendment 1 (A1) to Proposed Ordinance 2010-0262 
A. WTD Financial Plan for the 2011 Amended Proposed Sewer Rate
2. Proposed Ordinance 2010-0262.2 (with Attachment)

A.  WTD Financial Plan for the 2011 Proposed Sewer Rate
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