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SUBJECT:  

The Executive Proposed 2020 Sewer Rate and Capacity Charge.

SUMMARY:  

King County's sewer rates are set for the following year by June 30 of each year, pursuant to contract with participating utilities.  The Executive has transmitted Proposed Ordinance 2019-0165 setting the sewer rate and capacity charge for 2020.  The Proposed Ordinance would:

· Retain the monthly sewer rate set in 2019 at $45.33 per residential customer equivalent (RCE) per month, for 2020;
· Set the monthly capacity charge for new connections to the regional system occurring in 2020 at $66.35, which is a 2.9% increase over the 2019 rate of $64.50; and
· Mitigate capacity charge costs for low income ratepayers through a number of strategies, including expanding the types of affordable housing that would be eligible for the existing 50% reduction of an $11,943 capacity charge if paid over 15 years ($9,280 if paid in lump sum).

By contract with partner cities and sewer districts, the county is to complete its consideration and action on the sewer rate to provide for an effective date for the legislation on or before June 30, 2019 (partner city and sewer districts act after the county sets the sewer rate to establish their local rates, all of which go into effect on January 1, 2020).  

Response to Committee Inquiries — May 14, 2019 BFM Meeting Questions

At the May 14, 2019 meeting of the Budget and Fiscal Management Committee, members raised a number of questions related to the 2020 Executive Proposed Sewer Rate/Capacity Charge.  The Executive has provided written responses to those questions.  For the convenience of the Committee, questions and responses are provided below.

1. For low income residents who pay the sewer rate, why couldn’t we provide a sewer rate structure that simply reduces the rate for low income residents—so the cities and sewer districts would pay a lower amount to us for those residents—and would “pass through” that lower rate for our portion of the combined sewer rate—to those residents?  Wouldn’t that effect a larger base of low income persons?

Response:  Yes, the monthly sewer rate would have the potential to affect a larger number of rate payers. The County bills the 34 local sewer agencies based on the total number of single family residences and residential customer equivalents (multi-family and commercial).  Under the current approach, local jurisdictions have maximum flexibility to develop and implement their preferred policies for assisting low income customers.  Additionally, they can use their existing relationships and frameworks to administer their programs. 

The concept of the County billing local sewer agencies a reduced wholesale sewer rate that would be “passed through” to qualifying low income customers would require the agreement of the local sewer agencies, a framework that ensures individuals qualify for the discount, assurance those individuals continue meeting income qualifications, and confirmation the reduction is passed through to individual ratepayers including renters. This could be a step in the future, but would take time to explore viable options.

2. How do our combined rates—local and county—compare to other regions of the country?

Response: Rate comparisons are difficult to do well because they are influenced by so many factors including revenue recovery mechanisms (e.g., some receive tax revenue), rate structure (e.g., some are set to encourage conservation), state of system development, geography of the area (e.g., need for pump stations), regulatory requirements (e.g., CSO improvements) as well as internal policies (e.g., level of asset management).  The most recent comparison of King County rates was conducted 3 years ago and is planned for updating during the summer of 2019. The set of comparison agencies were chosen based on comparable populations served and comprised 40 utilities across the country.  At that time, King County sewer rates including an average of local charges were at the 80th percentile of the comparison agencies, meaning that approximately 20 percent had higher rates.  Since the point of comparison in 2016, WTD’s rates have increased at below inflation rates.

3. It was noted that the local districts convey wastewater from the doorstep to the county’s interceptors.  Are there other sewer services that the local cities and sewer districts provide that are supported by their local rates?

Response: Local agencies own and operate independent collection systems, which include pipelines and pump stations to collect and carry wastewater flows in their service area to King County’s regional system for treatment and disposal.  Additionally, the local agencies have the administrative functions required to bill their customers to recover the county charge plus the amount needed to operate and maintain their collection systems.

4. Why is it that we include new construction or new connections as a separate element of our rate package? 

Response: RCW 35.58.570(2) states “capacity charge is a monthly charge reviewed and approved annually by the metropolitan council”. As a practical matter, we report separately on new connections because it affects the revenues collected from the capacity charge and informs projections of the revenue to be received in the future.

5. If a homeowner wants to build a separate backyard cottage, and hook up to sewer, you have another $9,200+ sewer charge as a connection fee to the sewer system;--we don’t require that fee if you’re building an additional unit in your basement.  Why can’t we treat a backyard cottage (or Accessory Dwelling Units (ADUs) as a basement unit?  

Response: King County Code requires that we assess a capacity charge to any new structure or addition to a structure that has (or establishes) a sanitary sewer connection. WTD is nearing completion of a Capacity Charge Rate Design Review that is looking at how the capacity charge is allocated to different types of buildings. WTD has more work to do beyond the consultant’s work to more fully develop a recommendation for a revised allocation for different building types in consultation with our local sewer agencies through MWPAAC. We anticipate the recommendation and possible legislation will be ready in Q3 2019. 

6. What kind of outreach was done on the affordability study?

Response: The project team engaged various stakeholder groups to gather quantitative and qualitative information, ideas, and opinions to consider when studying the problem and developing recommendations as follows:
· Subsidized Housing Agencies. The project team met with many subsidized housing agencies to solicit input on how a potential capacity charge discount could increase the development of affordable housing. Organizations that provided input include King County Department of Community and Housing Services, King County Housing Development Consortium, Snohomish Development Consortium, Bellwether, Mercy, Low-Income Housing Institute, Seattle Office of Housing, King County Housing Authority, Seattle Housing Authority, A Regional Coalition for Housing, Vashon Household and BLOCK Project. 
· For-Profit Developers. WTD provided informational materials and discussed the study with Master Builders Association staff and members.  
· Sewer Agencies. The project team convened three meetings with representatives from several sewer agencies.  Representatives from the cities of Bellevue, Auburn, Seattle, Bothell and Redmond, Valley View Sewer District, and Sammamish Plateau Water were active participants in the stakeholder meetings.
· MWPAAC. The MWPAAC Rates and Finance Subcommittee briefings on the affordability study approximately every quarter between December 2017 and April 2019. Full MWPAAC received presentations on WTD’s recommendations on January 23 and April 24, 2019.
· Public comment. Public comment on WTD’s recommendations collected through an online survey in March and April of 2019.  Executive staff indicates that there were 55 comments received from 15 participants over a six-week period.  The survey received 450 views from March 18 to April 30, 2019, and it was available to the public on the county’s capacity charge studies webpage, engagement hub homepage, and social media platforms, and it was emailed to approximately 50 stakeholders who previously expressed interest in the affordability study.

7. What is the scope of the affordability proposal?

Response: The affordability study considered the impact of the capacity charge on all types of residential ratepayers and looked at the existing low-income rate classification and whether that should be expanded to assist those customers most in need, help customers with temporary hardship, and support affordable housing development. To achieve multiple objectives and benefit a variety of customers, the recommendations consist of a suite of changes to capacity charge implementation:
1. Connecting customers with support services through 2-1-1;
2. Improving payment plan options;
3. Deferring payment through property liens;
4. Reducing the capacity charge (50% in most cases) for income-restricted affordable housing; and
5. Reducing the capacity charge (50%) for shelter housing for residents experiencing homelessness.
Recommendations 1 and 2 do not require a code change and therefore proposed ordinance 2019-0165 includes recommendations 3, 4 and 5. 
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8. What is total number of households that will benefit?  How will they benefit?

Response: WTD developed the estimate of benefited households/residents in the table below based on information from local housing agencies and other stakeholders:

	Proposed Change
	Benefit
	# of Households / Residents 

	Low-Interest Deferral
	Charge deferred until time of sale of home, penalty fees waived, and interest rate is reduced. Helps to preserve housing affordability by reducing monthly utility bills.

	1,800 households, approximately 3,000 people, are expected to qualify.

	Expanded Rate Class: Low Income Housing
	Construction costs of most income-restricted housing units would be reduced by 50%, about $3,000. These savings would increase the number of affordable homes available for low-income residents with approximately $2.25 million in savings that would go towards affordable housing.

	760 additional household units, housing 1,500 people, would qualify annually. Annual value of discount is approximately the cost to build eleven new affordable housing units annually.  

	Expanded Rate Class: Shelter Housing
	Cost of the capacity charge for newly constructed shelter facilities would be reduced by 50%, a value that could range between $4,000 and $35,000 or more, depending on the size of the facility.

	Shelters serving roughly 700 individuals experiencing homelessness could be constructed each year in the near term to address immediate needs.



9. What’s the status of the rate allocation study, and could it be accelerated?  What are preliminary results or findings, specifically as they relate to ADUs? What are some recommendations from that report that we can apply to this year’s sewer rate and capacity charge proposal?

Response: The Capacity Charge Rate Design Review mentioned in question 5 above is nearing completion. The remaining steps include finalizing the consultant report and refining a recommendation in consultation with our local sewer agencies. The question of how the capacity charge would be assessed on ADUs will be addressed in that recommendation.  At this time, the development of any changes to policy are not sufficiently defined to be implemented during this rate cycle or proposal. We can brief the RWQC on this item during the summer of 2019 and possible legislation is anticipated in Q3 2019.
 
10. What were some other options to help low-income ratepayers that were not included as part of the final recommendations?

Response: The following two additional affordability assistance options were considered as part of the study:
· Improved coordination between MWPAAC and WTD to assist low-income residents transitioning from septic to sewer. This option is recommended for further development and investigation in partnership with MWPAAC agencies. Local sewer agencies and WTD have shared interests in supporting public health, water quality, and affordability. The study identified a strong mutual interest in continuing to discuss how the region’s clean water agencies can work together to support low income homeowners with a transition from septic to sewer, where required or beneficial. 

· Direct/financial assistance to renters. Programs to support low-income renters were considered but are not recommended because of a number of challenges and costs they would present. For example, because WTD does not have a direct billing relationship with renters, assistance to tenants would have to be administered through a voucher program. Identifying, reaching and ensuring equal access and benefit to all renters would be very difficult and the effort would involve a significant investment to establish and administer. Developing the capacity to verify individual household income eligibility would also be costly. 


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 county provides sewer interceptor lines that receive wastewater collected from residences and businesses by the cities and sewer districts, who bill their customers directly for both county and local utility charges.  The sewer rate is charged by the county to the utilities to deliver, treat and discharge wastewater.[footnoteRef:1]  [1:  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.   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 monthly sewer rate collected by the county goes to support 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 (“RCEs”).[footnoteRef:2]   [2:  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 (2009-2019 Actual; 2020-2024 Projected)
	
Year(s)
	Rate
($/RCE/ Month)
	% Increase

	2009 – 2010
	31.90
	14.1%

	2011 – 2012
	36.10
	13.2%

	2013 – 2014
	39.79
	10.4%

	2015 – 2016
	42.03
	5.6%

	2017
	44.22
	5.2%

	2018
	44.22
	0.0%

	2019
	45.33
	2.5%

	2020
	45.33
	0.0%

	2021
	47.37
	4.5%

	2022
	47.37
	0.0%

	2023
	49.50
	4.5%

	2024
	49.50
	0.0%



Table 1 above depicts the anticipated sewer rates through 2024.  Increases are structured effectively as two year rates—the increase coming in the first year, and the rate holding steady in the second year.  This proposed 2020 increase of 0% is consistent with projections made last year at the time of the Council’s consideration of the 2019 rate.   Two elements deserve note relative to the proposed rate level, as follows:

· The final settlement of the insurance claim for flood damage at the West Point Treatment Plant; and
· Continuation of the debt reduction effort to fund capital projects with 40% cash, on average over the six-year financial plan, resulting in less reliance on debt.

Capacity Charge
New connections to the regional wastewater system are assessed a capacity charge, based on the policy of “growth pays for growth”[footnoteRef:3]. Payment may be made in a lump sum or paid over a 15 year period.  Table 2 presents the proposed charge as the monthly payment over 15 years.    [3:  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
] 

  






Table 2. Capacity Charge (2012-2019 Actual; 2020-2024 Projected)
	

Year
	Rate/Month/RCE
15-yr. duration
	% Increase

	2012
	51.95
	3.0%

	2013
	53.50
	3.0%

	2014
	55.35
	3.5%

	2015
	57.00
	3.0%

	2016
	58.72
	3.0%

	2017
	60.80
	3.6%

	2018
	62.60
	3.0%

	2019
	64.50
	3.0%

	2020
	66.35
	2.9%

	2021
	68.34
	3.0%

	2022
	70.39
	3.0%

	2023
	72.50
	3.0%

	2024
	74.68
	3.0%



Consistent with the Regional Wastewater Services Plan policies, the capacity charge is based on the estimated costs of the 30-year Regional Wastewater Services Plan (RWSP).[footnoteRef:4]  The capacity charge is set 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 RWSP (2003 – 2030), the capacity charge and monthly rate payments of newly connecting customers will cover 95% of growth-related costs.     [4:  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.  ] 

Unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.  Based on information provided by the cities and sewer districts, King County notifies new connecting 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 2020 at $66.35 per month would amount to $11,943 if paid over the full term of 15 years.  An up-front payment, discounted at approximately 3.6% compounded over the 15 years, would reduce the payment to $9,280 in 2020, 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. 

Local Jurisdiction Sewer Rates
As noted, cities and sewer districts are responsible for collecting wastewater from homes and businesses within their jurisdictions; they assess a separate charge in addition to the county sewer rate and capacity charge described here.  To provide a broad sense of the total wastewater charges a residential ratepayer might pay, staff has reviewed the rates of several jurisdictions to identify the sewer charge they assess[footnoteRef:5].  Local charges vary substantially; some are fixed rates monthly, while some are variable based on water consumption.  Most do not include a local separate connection charge tied to local system growth costs, though one of the selected jurisdictions below does (Bellevue assesses a Capital Recovery Charge of $22.83/mo. for 10 years—not included in the example below).  Some local jurisdictions may also provide a discount to low-income ratepayers—those discounts are not addressed in this summary. [5:  
NorthShore – Source http://www.nud.net/about-us/departments/finance/service-rates   Bimonthly rate including King County is 118.59; monthly rate $59.30 minus $45.33 (KC rate) =$13.97
Renton – $29.91 fixed Source: https://www.rentonwa.gov/UserFiles/Servers/Server_7922657/File/City%20Hall/Administrative%20Services/Finance/Utility%20Billing/2019%20Utility%20Rates%20Brochure_Print%20FINAL.pdf
Bellevue Source:
https://utilities.bellevuewa.gov/UserFiles/Servers/Server_4779004/File/Utilities/Rates/2019%20Utility%20Rate%20Flier.pdf
Bellevue passes WTDs $45.33 through directly, and adds its own rate of $4.52/ccf   (charging bimonthly), -- to make it monthly -- using 7.5 per month (KC conversion rate) would be 15 ccf per 2 months multiplied by $4.52 = $67.80 2 month bill /2 = $33.90 month
Sammamish Plateau Water/Sewer District – $36.05 Source: https://spwater.org/165/Single-Family-Residential-Water-and-Sewe
Soos Creek Water Sewer District – $18.39  Source: https://www.sooscreek.com/static/7/utility-rates
] 


Table 3 below is an attempt to provide a rough depiction of costs paid by ratepayers overall, though there are exceptions to specific cases, as noted.  The five jurisdictions referenced below are randomly selected, and may or may not be representative of the 34 city and sewer district jurisdictions that partner with the Wastewater Treatment Division in delivery of wastewater services.  These are 2019 rates — 2020 rates are established following the county’s determination of its rate.


Table 3. 2019 Sewer Rate (per month) — Selected Local Partner Jurisdictions
	Northshore Utility District
	Renton
	Bellevue (variable)
	Sammamish Plateau WSD
	Soos Creek WSD
	Average of Selected Jurisdictions

	$13.97
	$29.91
	$33.90
	$36.05
	$18.39
	$26.44




A given ratepayer, depending on jurisdiction, water usage, application or non-application of a local connection charge, may pay a local sewer rate that varies substantially from case to case.  For illustrative purposes, if the $26.44 average local charge identified above were added to the county’s 2019-2020 rate of $45.33, the ratepayer would be paying $71.77/mo.  If that ratepayer had connected to the system in 2019, and selected to pay the monthly rate rather than the full up-front cost, that ratepayer would be paying an additional $64.50/mo., or a total of $136.27/mo.  

Capacity Charge Affordability Study
For 2020, the Executive has included a recommendation for a suite of revised policies intended to assist low-income customers most in need, help customers with temporary financial hardship, and support affordable housing development.  Summarized below are the elements of the recommendation:

· Connecting customers with support services – WTD would work with Washington 2-1-1, which maintains a statewide database of community help resources, as a partner to connect customers experiencing financial hardship with free support services;
· Additional payment plan options – This would allow delinquent account holders up to a full year to pay outstanding balances due through monthly payments;
· Payment deferral through property liens – This would allow qualifying low-income homeowners[footnoteRef:6] to defer payment of the capacity charge through the placement of a property lien for the balance owed, including waiving fees and a reduction in the interest rate; eligible customers would need to be qualified for the property tax exemption program for senior residents and disabled persons;   [6:  To be eligible for this assistance, the customer would need to be qualified for the property tax exemption program for senior residents and disabled persons.] 

· Reduced charge for income-restricted, affordable housing – This would expand the range of eligible units and structures currently eligible for reduced charges for affordable housing[footnoteRef:7], to include all unit sizes and more structure types.  Current law provides for a 50% reduction in the capacity charge for eligible affordable housing; however, only studio-sized units in multi-family buildings are eligible.  The proposed language would continue the 50% reduction, but eligible housing would include additional housing types—single family residential or multifamily—and any sized unit in a multifamily structure.  [7:  Affordable housing units are for those households with 80% Area Median Income or less.] 

· Reduced charge for shelter housing – This would provide for a 50% reduction in the charge for housing intended to support residents who are experiencing homelessness. 

WTD estimates that these policy changes could “reduce housing costs or make monthly bills more manageable for more than 2,500 households annually”.  One of the options—the reduced charge for income-restricted, affordable housing-is expected to result in $2.25 million in foregone revenue annually.  This rate package provides for an increase of $0.50 in the 2020 capacity charge to address this cost which would amount to $6.00 annually for a single family residence establishing a new connection in or after 2020.  This proposal is described more completely in Attachment 4, “Issue Paper: King County Executive 2020 Monthly Sewer Rate and Capacity Charge Proposal”.   King County code changes to adopt the capacity charge affordability proposal are included in the proposed ordinance along with the 2020 sewer rate and capacity charge proposal.  

ANALYSIS

Operating Revenues
2019 operating revenues are projected at $530.3 million, $12.6 million (2.4%) more than 2018 operating revenues.  Increases in sewage fee revenue of $11.7 million are associated with the sewer rate increase of 2.5% adopted by Council in 2018, and growth in Residential Customer Equivalents (RCEs) of 0.44%. Table 4 provides a summary of all revenues to support Wastewater operations and capital.


Table 4.  Revenues Supporting Wastewater Operations and Capital (in millions)
	 
	2019 Forecast
	
2020 Forecast
	Difference
	% 
Change
	
2021 Forecast
	
% Change

	
Sewer rate
	$415.3
	
$417.9
	$2.6
	0.6%
	
$439.4
	
5.1%

	Capacity Charge 
	$88.5
	
$92.3
	$3.8
	4.2%
	
$95.8
	
1.0%

	Investment Income
	$9.2
	
$8.6
	($0.6)
	(6.7%)
	
$8.8
	
2.3%

	Other Income
	$17.2
	
$17.6
	$0.4
	2.4%
	
$17.8
	
1.3%

	Rate Stabilization 
	$0.0
	
$0.0
	$0.0
	0.0%
	
$0.0
	
0.0%

	Totals
	$530.3
	$536.4
	$6.1
	1.2%
	$561.8
	4.7%



However, while operating revenues increased in 2019, there are signs of slowdown in wastewater flow volumes, and contingent revenue growth. It is important to note that, unlike previous years, the growth in RCE’s for 2019 is being projected at a lower level than was projected last fall at the time of consideration of the 2019-2020 biennial budget.  At that time, it was projected that the system would process 765,976 RCEs for 2019; the revised projection is for 763,552 RCEs for 2019, or 2,425 fewer RCEs.  

Table 5.  Total Residential Customer Equivalents (RCEs)
	
	2018

	2019

	2020

	2021

	2022

	2023

	2024


	2020 Proposed Rate Forecast
	760,571
	763,552
	768,286
	773,049
	777,842
	782,665
	787,517

	Percent Change from prior year
	0.44%
	0.39%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	2019-2020 Adopted Budget Forecast
	761,786
	765,976
	770,725
	775,504
	780,312
	785,150
	790,018

	Percent Change from prior year
	0.60%
	0.55%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	Difference from 2019-2020 Adopted Budget Forecast to 2020 Proposed Rate Forecast
	(1,215)
	(2,425)
	(2,440)
	(2,455)
	(2,470)
	(2,485)
	(2,501)




Similarly, in preparing the rate forecast associated with the 2019-2020 biennium budget, it was assumed that there would be 11,000 new connections to the system in 2019; current projections are for 1,000 fewer new connections than anticipated, or 10,000 new connections for 2019.

Table 6.  New Connections to the Wastewater System
	
	2018

	2019

	2020

	2021

	2022

	2023

	2024


	2020 Proposed Rate Forecast
	13,485
	10,000
	10,000
	10,000
	10,000
	10,000
	10,000

	2019-2020 Adopted Budget Forecast
	12,000
	11,000
	10,500
	10,000
	10,000
	10,000
	10,000

	Difference
	1,485
	(1,000)
	(500)
	-
	-
	-
	-



How is the system able to generate additional revenues with lower-than-projected growth?  According to the Executive, the largest part comes from the sewer rate increase of 2.5% for 2019 approved by Council last fall.  Of the $11.7 million in additional sewage fee revenue anticipated, $10.1 million is due to the rate increase, while only $1.6 million is from additional RCEs (year-over-year growth in RCEs is projected at 0.39% from 2018 to 2019).  This is noteworthy in that it suggests increasing reliance on rate adjustments—in the context of declining reliability of growth-generated revenue—to provide needed increases in revenue streams.   

Equally noteworthy is projected RCE growth in 2020 and future years.  The Executive is projecting a return to RCE growth of 0.62% in 2020 and future years.  There are a number of signs of “softening” in the regional economy.  The county’s Office of Economic and Financial Analysis (OEFA) produces forecasts of area economic and revenue indicators and the March 2019 forecast includes a New Construction forecast, below:

Table 7.  March 2019 Countywide New Construction Forecast – 
King County Office of Economic and Financial Analysis
	
	2019
	2020
	2021
	2022


	Value
	$11,561,210,136
	$10,452,560,462
	$9,562,243,894
	$9,217,216,60

	Annual Growth
	18%
	(9.59%)
	(8.52%)
	(3.61%)

	% Change from August 2018 Forecast
	8.29%
	5.79%
	7.30%
	5.45%


    
Table 7 indicates that OEFA is projecting a decline in the money value of total new construction anticipated in King County in 2020 and subsequent years.  

Similarly, OEFA also prepares a King County Forecast Model “Summary Forecast” of key economic indicators.  

Table 8.  March 2019 Countywide New Construction Forecast – 
King County Office of Economic and Financial Analysis
	
	Actual
	Forecast

	
	2017
	2018
	2019
	2020

	Employment
	3.0%
	2.7%
	2.4%
	2.1%

	Personal Income
	6.7%
	5.5%
	4.7%
	4.0%

	Consumer Price Index
	3.0%
	3.2%
	2.4%
	2.1%

	Housing Permits
	7.0%
	(14.9%)
	(10.7%)
	(23.0%)

	Population 
	2.2%
	1.5%
	1.3%
	1.0%



Table 8 shows that while the forecast for 2020 is mixed across the matrix of indicators, of particular note is the trend in housing permits, which are expected to decline 10.7% in 2019, and another 23% in 2020.  

The geographic boundaries of the OEFA indicators are not an exact fit with the Wastewater Treatment Division’s service area, which covers primarily the western urban portion of the county, and includes small areas of Snohomish and Pierce counties, while the OEFA indicators address the area within King County’s borders.  Additionally, projections of RCE growth need to account for non-residential volumes from business and industry, conservation efforts, mix of housing types, and other considerations.  Nonetheless, the declines in the value of new construction, and in the numbers of housing permits, suggest that it would be prudent to monitor trends in RCE growth and associated revenue realization, both from the sewer rate and from the capacity charge—both of which are tied to the level of RCE’s processed.  

Operating Expenses
For 2019 and 2020, operating expenses are projected at $172.7 million and $168.8 million.  The 2020 expense level associated with this 2020 rate proposal represents a 2.25% reduction over the 2019 projected operating expense level. Table 8 compares the forecast of operating expenses from the 2020 Proposed Rate to the 2019-2020 Adopted Budget Forecast.

Table 8.  Operating Expenses — 2020 Proposed Rate, 
2019-2020 Adopted Forecast (in millions)
	
	2018

	2019

	2020

	2021

	2022

	2023

	2024


	2020 Proposed Rate Forecast
	($148,497)
	($172,758)
	($168,886)
	($177,064)
	($185,917)
	($195,213)
	($207,773)

	2019-2020 Adopted Budget Forecast
	($159,620)
	($167,366)
	($168,134)
	($176,800)
	($185,640)
	($194,922)
	($207,468)

	    Difference
	$11,123
	($5,392)
	($752)
	($264)
	($277)
	($291)
	($305)




Rate Stabilization Reserve
Beginning in 2005, WTD has deposited funding in a “rate stabilization reserve” as a tool to help manage rate increases by deferring available operating revenues into future years; funds were withdrawn as required, to moderate rate increases.  

As seen in Table 9 below, the current rate proposal retains a level of funding in the reserve on a continuing basis.  The current balance of $46.25 million would be maintained through 2025. 
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	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	Beginning balance
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25

	Additions
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	Reductions
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	Ending balance
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25




The presence of a healthy Rate Stabilization Reserve can both help support positive bond ratings, and to buffer any unanticipated rate changes in coming rate cycles.  

WTD Capital Projects
Table 10 below shows the differences in WTD's proposed Capital Spending Plan compared to the capital spending projections made in the adopted 2019-2020 budget. Projections for 2019 and 2020 anticipate marginally higher expenditure levels for capital projects than had been forecast in the 2019-2020 budget. 


Table 10. WTD Capital Spending Plan, 2018-2024 (in $ millions)
	
	2018
	2019
	2020
	2021
	2022
	2023
	2024

	2020 Proposed Rate Forecast
	($231,197)
	($226,140)
	($271,825)
	($268,794)
	($277,304)
	($267,533)
	($216,894)

	Adopted 2019-2020 Budget Forecast
	($208,020)
	($219,708)
	($263,490)
	($267,466)
	($275,666)
	($265,134)
	($225,617)

	Difference

	($23,177)
	($6,432)
	($8,335)
	($1,328)
	($1,638)
	($2,399)
	$8,723




Major Capital Projects Incorporated into the 2020 Rate
As reported by the Executive, key projects that are underway or were added through the budget process that represent a significant portion of the 6-year capital planning horizon include the following:

· North Mercer Island and Enatai Interceptors Upgrade (total cost $116 million)  This project will increase the reliability and capacity of the existing North Mercer Island Interceptor and Enatai Interceptor components of the regional wastewater system in order to convey the 20-year peak wastewater flows projected through 2060 from service areas in North Mercer Island, the southwest portion of Bellevue, and the Town of Beaux Arts Village.

· Georgetown Wet Weather Treatment Station (total cost $242 million)  The project consists of building a Wet Weather Treatment Station (WWTS), conveyance pipelines, and outfall structure to treat CSOs prior to discharge into the Lower Duwamish Waterway. The WWTS includes an influent pump station, equalization basin, screening facility, CSO treatment process, and disinfection. Modifications to both the S. Brandon St. and S. Michigan St. Regulator Stations will be required for diversion of flows to the WWTS. Ancillary facilities include an odor control facility, electrical/controls building, and emergency generator. CSO treatment will consist of high-rate primary treatment followed by ultraviolet disinfection prior to discharge.

· Joint Ship Canal Water Quality Combined Sewer Overflow (CSO) Control (total King County cost $178.2 million)  The Ship Canal Water Quality Project is a joint project between Seattle Public Utilities (SPU) and the King County Wastewater Treatment Division that will provide offline storage with a deep storage tunnel constructed between the Ballard and Wallingford CSO areas, on the north side of the Ship Canal. The Ship Canal Water Quality Project will control SPU’s Ballard CSO basins, Fremont and Wallingford CSO basins, DNRP’s 3rd Ave. W. Regulator, and 11th Ave. NW Regulator.

· Lake Hills Interceptor Refurbishment (total cost $30.5 million)  This project will rehabilitate 3,263 linear feet of 48-inch-diameter reinforced concrete pipe. The project is scheduled to begin construction in 2020.

· Thornton Creek Trunk Replacement and Realignment (total cost $41 million)  Thornton Creek Trunk begins at the confluence of the North Lake City and West Lake City trunks and ends at the Matthews Beach Pump Station. The project will replace the existing pipe with a larger pipe that has greater capacity to convey sewage. The project will relocate some segments of the existing trunk away from environmentally sensitive areas.  In total approximately 4,000 feet of sewer will be replaced.

Metropolitan Water Pollution Abatement Advisory Committee Comments
The Metropolitan Water Pollution Abatement Advisory Committee, (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 within King County’s sewer service area. Most of these cities and sewer utilities deliver their sewage to King County for treatment and disposal.

MWPAAC has forwarded an advisory letter, Attachment 5, which is included in the transmittal, indicating its support for the 2020 sewer rate proposal.  The letter notes that the proposal “serves to continue reducing outstanding debt through 2030 by instituting increased cash financing and moderate rate increases, which is in line with the MWPAAC debt review committee recommendation.  The letter further highlights certain elements of the package, below:
· MWPAAC supports the affordable housing review, but indicates an interest in hearing more about the proposed source of funding (letter is dated March 27,2019);
· MWPAAC indicates that they have worked with WTD staff on a separate study of how the current categories of the capacity charge might be improved and regularly updated to reflect regional changes;
· MWPAAC notes the many capital projects to be implemented over the next 20 years, adding to the significance of the Clean Water Plan—with particular attention to the impact of resiliency and recovery plans on the capital plan and rate projections;
· MWPAAC looks forward to continued involvement in the study of enhancements to the Regional Infiltration and Inflow Control Program;
· MWPAAC indicates appreciation for WTD’s active involvement and cooperation in ongoing sewage treatment contract negotiations with the Regional Negotiations Team.  

TIMING

The wastewater contracts with participating cities and sewer districts specify that the sewer rate be in place by June 30th of each year (partner city and sewer districts act after the county sets the sewer rate to establish their local rates, all of which go into effect on January 1, 2019).  In addition, sewer rates are required by state statute to advertise a public hearing notice 10 days prior to the public hearing date.

To meet the above requirements on a regular committee meeting schedule, this committee would need to take action on the proposed ordinance at the May 28, 2019 committee meeting.  Subsequently, the public hearing and full council action would need to take place on the June 12, 2019 Council meeting.
 
ATTACHMENTS

1. Proposed Ordinance 2019-0165 (and its attachment)
2. Transmittal Letter
3. Fiscal Note
4. Issue Paper:  King County Executive 2020 Monthly Sewer Rate and Capacity Charge Proposal
5. Wastewater Treatment Division 2020 Rate Recommendation (MWPAAC Letter to Council Chair, dated March 27, 2019)
INVITED

1. Hiedi Popochock, Financial Services Manager, Wastewater Treatment Division
2. Dan Kaplan, Manager, Financial Services Administrator, Wastewater Treatment Division
3. Tom Lienesch, Economist, Wastewater Treatment Division
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