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SUBJECT:  

AN ORDINANCE setting the sewer rate and capacity charge for 2016.

SUMMARY:  

King County's sewer rates are set for the following year by June 30 of each year.  Proposed Ordinance 2015-0164 would:

· Set the 2016 monthly sewer rate at $42.03 per residential customer equivalent (RCE) per month, which is the same rate as in 2015. 
· Set the monthly capacity charge for new connections to the regional system occurring in 2016 at $58.70, which is a 3.0 percent increase over the 2015 rate of $57.00.

BACKGROUND

Monthly Sewer Rate
King County provides wastewater treatment services for 17 municipalities and 17 sewer districts (including the Muckleshoot Tribe) in King County, southern Snohomish County and the northern tip of Pierce County.  The municipalities constitute approximately three-fourths of the county’s ratepayer base and the sewer districts constitute roughly one fourth of the ratepayer base.  

The County does not provide wastewater services directly to customers.  The County has a contractual relationship with cities and utility districts to collect wastewater from them and convey it to County treatment plants for treatment and discharge.  Therefore the sewer rate is not billed directly to ratepayers by King County. The component agencies that provide direct services to the ratepayers and use the County conveyance and treatment facilities are charged for the customers within their districts.  The utility providers, as direct service providers, set their own rates to recoup the payments required by use of County services plus their own “local” cost of service.  

The contracts with city and sewer district agencies specify that the sewer rate be in place by June 30th of each year.  

The monthly sewer rate collected by the county goes towards all Wastewater Treatment Division (WTD) expenses, including operating costs, debt service, and capital expenses.  The monthly sewer rate for both residential and commercial customers is calculated on the basis of Residential Customer Equivalents.  A single family residence is one RCE.  Commercial and industrial customers are charged based on the amount of wastewater they generate, calculated using the quantity of water consumed.  For commercial and multi-family residences, the calculation is then converted into RCEs.  One RCE (750 cubic feet of wastewater) represents the average amount of wastewater a single family residence would generate in a month.  

.  
Table 1. Sewer Rates (1996-2015 Actual; 2016-2020 Projected)
	
Year
	Rate
 ($/RCE/ Month)
	% 
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 - 2012
	36.10
	13.2%

	2013-2014
	39.79
	10.4%

	2015
	42.03
	5.6%

	2016
	42.03
	0%

	2017
	43.33
	3.1%

	2018
	43.33
	0%

	2019
	44.14
	1.9%

	2020
	45.09
	2.2%

	2021
	47.41
	5.2%



Table 1 above depicts the anticipated sewer rates through 2021.  Most notably, increases through 2020 are projected at 3.1% or less, partially mitigated through transfers from the Rate Stabilization Reserve (discussed below) and the increasing contribution of capacity charge collections.  

Much of the sewer rate (55%) goes towards debt service payments.   About a quarter of the rate (23%) goes towards operating expenses (everything from labor costs to operational costs at the treatment plants and conveyance facilities).  Of the remainder, 8% pays for overhead charges from county agencies and other interdepartmental services (including water quality testing); and 14% of the revenues are used for direct capital payments (rather than borrowing the funds).




Chart 1.  Sewer Rate Revenue Utilization
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Capacity Charge

New connections to the regional wastewater system are assessed a capacity charge.  Payment may be made in a lump sum or paid over a 15 year period.  The proposed charge is shown as the monthly payment over 15 years.   
  
Per the Regional Wastewater Services Plan policies, the capacity charge is based on the estimated costs of the 30-year Regional Wastewater Services Plan (RWSP).  The RWSP financial policies, established in county code, require the capacity charge to be a uniform charge, approved annually, and the charge is not to exceed the cost of capital facilities necessary to serve customers establishing new connections to the sewer system.  
K.C.C. 28.86.160 (FP-15) sets the charge via the following calculation:
Capacity charge = (total system costs – rate revenue from existing customers) – rate revenue from new customers


number of new customers

This formula sets the capacity charge at a level to recover the designated, growth-related costs that are not covered by the monthly rate payments of newly connecting customers.  Over the planning period of Regional Wastewater Services Plan (2000 – 2030), the capacity charge and monthly rate payments of newly connecting customers will cover 95% of growth-related costs.    

Unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.  Cities and local agencies provide the names and billing addresses of new customers who have been added to the system within their jurisdiction.  King County then notifies the customers of the option to pay over time (15 years) or in a lump sum.  The lump sum payment is less than the total dollar value of the 15 year option since the cost of financing the long-term payment is deducted.

The cumulative amount of the capacity charge as proposed for 2016 at $58.70 would amount to $10,566 if paid monthly for the full term of 15 years.  An up-front payment, discounted at approximately 3.0% compounded over the 15 years, would amount to a reduced payment of $8,547 in 2016, if paid as a lump sum. In practice, many people choose to pay this as a lump sum and have the amount rolled into mortgage payments. 


ANALYSIS

The primary revenue source for the wastewater system—the sewer rate—is proposed to be maintained at $42.03 per RCE, as was anticipated when the 2015 rate was adopted.  Rates are maintained at the current level as the result of several factors helping to offset upward rate pressure.  These include refinancing of $1.4 billion of outstanding debt in 2014 and 2015—expected to save $15.9 million over the next three years, and over $160 million over 33 years--and higher than anticipated RCE growth and capacity charge revenues.    

Expenses and Revenues
The Executive reports that operating expenses for 2016 are projected to be $141.4 million, a 4.7 percent increase over the 2015 adopted budget.  The key elements driving this increase are identified as:

· General inflationary increases
· Increased cost of electricity and chemicals due to higher projected usage
· Contributions to fund replacement of membranes at Brightwater when existing warranties expire

Operating revenues are projected at $447.5 million.  This is 1.6 percent higher than the 2015 forecast of $440.3 million.  The net increase of $7.2 million in operating revenues is due primarily to increased capacity charge revenue, shown in Table 2 below.

Table 2.  Revenues Supporting Wastewater Operations and Capital

	 
	2015 Forecast
	2016 Forecast
	Difference
	% 
Change
	2017 Forecast
	Difference
	% 
Change

	Sewer rate
	$368.6
	$370.9
	$2.3
	0.6%
	$384.6
	$13.7
	3.7%

	Investment Income
	$1.8
	$2.7
	$0.9
	50.0%
	$4.0
	$1.3
	48.1%

	Capacity Charge
	$59.4
	$63.0
	$3.6
	6.1%
	$66.9
	$3.9
	6.2%

	Rate Stabilization
	$0.0
	$0.2
	$0.2
	
	$1.4
	$1.2
	600.0%

	Other Income
	$10.5
	$10.7
	$0.2
	1.9%
	$11.0
	$0.3
	2.8%

	Totals
	$440.3
	$447.5
	$7.2
	1.6%
	$467.9
	$20.4
	4.6%

	Note: Totals may not add due to rounding.
	
	
	
	
	



RCE Forecasts
Table 3 below illustrates the increased projected rate of growth of RCEs in coming years.  RCEs had been expected to increase by .43% as recently as the 2015 rate forecast but are now expected to increase at .60% over the next two years.  These revised projections are based on stabilized and improved economic conditions that are contributing to residential and commercial investments.  

[bookmark: _Toc382895472]Table 3.  Current Residential Customer Equivalents Forecast
	 
	2014
	2015
	2016
	2017
	2018

	2016 Rate Proposal
	725,844 
	730,925 
	735,310 
	739,722 
	743,421 

	Percent Change between Years
	1.07%
	0.70%
	0.60%
	0.60%
	0.50%

	2015 Sewer Rate Forecast
	721,248 
	724,349 
	727,464 
	730,607 
	733,749 

	Percent Change between Years
	0.43%
	0.43%
	0.43%
	0.43%
	0.43%

	Change between 2016 Rate Proposal  and 2015 Sewer Rate
	4,596 
	6,576 
	7,846 
	9,115 
	9,672 


[bookmark: _Ref321824408][bookmark: _Toc321905032]
Increased RCE growth expectations are based in part on the jump in RCEs in 2013 and 2014.  The rate of sewer connections is expected to exceed 2015 projections by 1,000 for 2015; the 2016 rate proposal continues to assume 11,000 new connections for 2016, declining to 10,500 in 2018, reflecting WTD’s conservative projections. 



Chart 2 above depicts the growth in RCEs projected through 2021, comparing the expected RCE growth as of the 2015 adopted budget versus the 2016 rate proposal.  




Table 4.   Projected New Sewer Connections by Year of Connection

	 
	2014
	2015
	2016
	2017
	2018

	2016 Rate Proposal 
	11,291 
	11,500 
	11,000 
	11,000 
	10,500 

	2015 Sewer Rate
	9,500 
	10,500 
	11,000 
	11,000 
	11,000 

	Change
	1,791 
	1,000 
	0 
	0 
	(500)



Rate Stabilization Reserve
Rate stabilization is a tool for reserving operating revenues for use in subsequent years of a multi-year rate to help smooth out (or offset) rate increases that would otherwise be a function of higher expenses in the out years.  The Executive is proposing draw down of the Rate Stabilization Reserve over the next five years to help offset upward pressure on rates.  

Current projections show a balance in the Rate Stabilization Reserve of $34.3 million by the end of 2015. This is substantially different than the projection in the 2015 adopted budget, which anticipated an ending 2015 balance of $24.8 million and draw down of the rest of the reserve in 2016.   Instead there was no need for a $19.6 million draw down in 2015 and the projected 2016 need is $200,000 or less.   As noted above, bond refinancing, increased RCEs and similar factors have helped to offset the need for such transfer in 2016.  

[bookmark: _Toc413767581]Table 5. Rate Stabilization Reserve, 2014-2020 (in $ millions)
	 
	2014
	2015
	2016
	2017
	2018
	2019
	2020

	Beginning balance
	$52.3
	$34.3
	$34.3
	$34.1
	$32.8
	$22.8
	$11.4

	Additions
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0

	Reductions
	$18.0
	$0.0
	$0.2
	$1.4
	$10.0
	$11.4
	$11.4

	Ending balance
	$34.3
	$34.3
	$34.1
	$32.8
	$22.8
	$11.4
	$0.0

	Note: Totals may not add due to rounding.
	
	
	
	
	
	



Although the amount of the draw-down is built into the Executive's rate projections, how much to draw down each year is a policy decision.   Continued use of rate stabilization in 2017 and beyond will need to be re-evaluated as projected sewer rate increases are relatively small for that time period.  During the 2017 to 2020 period, sewer rates are projected to increase annually by 3.1 percent or less.  


WTD Capital Projects
The table below shows the differences in WTD's proposed Capital Spending Plan compared to the capital spending projections made last year. The accomplishment rate was higher than anticipated in 2014, therefore approximately $7 million in capital spending was moved up to 2014, rather than 2015.   The forecast for 2016, reduces  capital expenditures by about $10 million compared to 2015 expectations.  Spending in the out-years continues at rates previously anticipated, for the most part.  



Table 6. WTD Capital Spending Plan, 2014-2021 (in $ millions)
	
	2014
	2015
	2016
	2017
	2018
	2019
	2020
	2021

	2016 Rate Forecast
	$155.4
	$162.5
	$167.2
	$187.1
	$201.6
	$206.1
	$218.2
	$216.7

	2015 Budget Forecast
	$148.3
	$170.1
	$177.4
	$187.1
	$201.6
	$206.1
	$218.2
	$191.6

	Difference
	$7.1
	($7.6)
	($10.2)
	0
	0
	0
	0
	$25.1



Major Capital Projects Incorporated into the 2016 Rate
As reported by the Executive, key projects that are underway or were added through the 2015/16 budget process that represent a significant portion of the 6 year capital planning horizon include the following:

· CSO Projects at Murray, Magnolia, Barton, and North Beach ($145 million) The four CSO beach projects are currently on schedule. Project construction activity continues, with substantial completion expected by the end of 2015. 

· Michigan/Brandon CSO Control ($180.3 million) The project consists of building the Georgetown Wet Weather Treatment Station, conveyance, and outfall to treat CSOs prior to discharge into the Lower Duwamish Waterway. Modifications to both the South Brandon Street and South Michigan Street Regulator Stations will be required to divert flows to the facility. Ancillary facilities include an odor control facility, electrical/ controls building, and emergency generator. Project construction is currently scheduled for completion at the end of 2021.

· North Creek Interceptor ($56.6 million) The project funds the design and construction of 9,650 feet of 36- to 48-inch diameter gravity sewer pipeline to control sanitary sewer overflows. The project is currently on schedule for construction completion at the end of 2017.

· WTD’s Resiliency and Recovery Program ($57.1 million) This project funds the capital component of the program to identify and modify existing facilities to increase their resistance to damage, or to allow rapid recovery from such damage, and develop capital facilities that could mitigate damage or facilitate recovery. An assessment of WTD’s ability to respond to and recover from natural disasters, and for capital funds for projects aimed at enhancing facility structural integrity, is due for completion by the end of 2015. Two projects requiring immediate action are: 1) Interbay Pump Station Partial Force Main Replacement to continue operating efficiently and improve structural stability and 2) West Point Primary Sedimentation Area Roof Structure Improvements to ensure basic components of wastewater treatment remain viable in the event of earthquake or other disaster.

· Oxygen Generation and Distribution System Replacement ($33.7 million) The scope of work will evaluate alternatives to replace the existing Oxygen Generation and Distribution System at the West Point Treatment Plant with newer, more energy efficient technology. The current schedule for completion is 2020. 

· CSO Control Hanford at Rainier and Bayview North ($32 million) This project consists of building the Rainier Valley Wet Weather Storage facility to control the Hanford at Rainier and Bayview North CSOs to one event per year, on a 20-year moving average, in accordance with Washington State Department of Ecology (DOE) standards. Specifically, this project will install a new sewer pipeline near Rainier Avenue South and Martin Luther King Boulevard South, which will divert flows to an existing pipe with available capacity. The project also includes a storage tank to capture excess flows from the area. The current schedule for completion is 2019.

· WTD Capital Projects Closeout ($8.1 million) This project will allow for the timely closeout of projects after construction is completed and has been turned over to Operations. Closing a project after it is turned over to Operations ensures proper fixed asset accounting and cost control between capital and operating. However, legitimate capital costs that are foreseen (pending litigation, consent decree monitoring ) and unforeseen (insurance and warranty claims) can occur and will be tracked and funded without keeping the original project open for a prolonged period of time.


Capital Debt
As noted above, debt service is a significant component of the sewer rate.   Below are two charts showing 1) debt service for 2008 -2016 long-term bonds in millions of dollars, and 2) a debt profile of retiring and new debt that is anticipated through 2030.  Direct capital transfers/expenditures have been increasing since 2014 (after retirement of an interfund loan) and are projected to continue to increase.  

Bond issuance for 2016, projected at $81 million, remains significantly below the levels of the Brightwater construction years, when it ranged as high as $550 million in 2009; it is an increase of $31 million over the expected 2015 bond issuance of $50 million.   As shown in Chart 3, in 2016, debt service on new bond issuance is expected to be $5.5 million, up from $1.5 million in debt service on new bond issuance in 2015.  Total cumulative debt service for 2016 is projected at $234.6 million, compared to $227 million for 2015. 

Chart 4 depicts the portions of the projected debt load associated with outstanding debt, compared to that portion tied to debt issued after 2014.  As noted previously, the rate of growth of total debt is significantly slower than before 2014, partially associated with declining amounts of outstanding debt in coming years.  

 Chart 3.  WTD Cumulative Debt Service—
New Money Long Term Bonds Issued through 2016





Metropolitan Water Pollution Abatement Advisory Committee Comments
The Metropolitan Water Pollution Abatement Advisory Committee, or MWPAAC, advises the King County Council and Executive on matters related to water pollution abatement. It was created by state law (RCW 35.58.210) and consists of representatives from cities and local sewer utilities that operate sewer systems with in King County. Most of these cities and sewer utilities deliver their sewage to King County for treatment and disposal.

MWPAAC recently transmitted a comment letter related to the proposed 2016 rate (Attachment 4).  MWPAAC notes the continued work of its Debt Review Committee, indicating a potential mid-summer completion date.  One potential outcome of the Debt Review Committee work, the letter notes, could be to “cash fund a larger portion of the capital program, which would result in higher near term rates but rate stabilization in the long run.”

The letter additionally addresses the need for an update to the Industrial Waste Fee, and the extended period since the last such update.   MWPAAC also notes the new WTD study regarding recovery and resiliency of facilities, the WaterWorks program, financial implications of completing the CSO program, and the cost of debt.  

ATTACHMENTS 

1. Proposed Ordinance 2015-0164, with Attachment A (WTD Financial Plan for the 2016 Proposed Sewer Rate)
2. Executive’s Transmittal Letter for PO 2015-0164
3. King County Executive 2016 Monthly Sewer Rate and Capacity Charge Proposal, dated March 19, 2015
4. [bookmark: _GoBack]MWPAAC Comment Letter, dated March 30, 2015


INVITED

1. Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, DNRP
2. Tom Lienesch, Economist, Wastewater Treatment Division, DNRP
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Chart 4.   WTD Total Outstanding Debt Forecast through 2030
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