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SUBJECT  

A briefing on the policies that determine how the regional wastewater system costs are shared and the sewer and capacity charge are structured. 

SUMMARY

The Wastewater Treatment Division (WTD) will present an overview of the policies that determine how the regional wastewater system costs are shared and how the sewer rate and capacity charge are structured.  

BACKGROUND

Since the formation of Metro, the regional wastewater services system has operated on the principle that it is a regional system. As stated in the Robinswood Agreement[footnoteRef:1], “the regional wastewater financing structure should reflect uniform regional rates for existing and new customers and achieve the principle of growth pays for growth.”  [1:  In 1998, the King County Executive and the Regional Water Quality Committee held a retreat to discuss financing the implementation of the RWSP. The “Robinswood” retreat resulted in guiding principles for funding the Regional Wastewater Services Plan. ] 


The regional wastewater system is almost entirely funded by the monthly sewer rate and the capacity charge. This staff report describes how each are structured.

Monthly Sewer Rate Charged to Local Sewer Agencies.  The sewer rate is WTD’s primary funding source. 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 sewer rate is charged by the county to the utilities that deliver wastewater to the county for treatment and discharge. The monthly sewer rate charged by WTD is a wholesale rate and is billed to local sewer agencies, not ratepayers, based on “residential customer equivalents” discussed below. The utility providers, as direct service providers, set their own rates to recoup the payments required by the County plus their own “local” cost of service.  It is the local agency that determines the total sewer rate charged to the home or business that receives the eventual sewer utility bill.  

Single Family versus Volume Based (Commercial, Multi-Family, Industrial). Since the formation of Metro and as directed in King County Code[footnoteRef:2] and all 34 local sewer contracts, King County has had a sewer rate structure that is based on two different classes of customers: single-family and volume based. Local sewer agencies are charged a flat fee for single-family customers and a volume-based fee for commercial, multi-family, and industrial customers. The fee structure relies on a billing unit referred to as “Residential Customer Equivalent (RCE)” to charge the two different customer classes and determine how costs are shared between the classes. One RCE (750 cubic feet of wastewater) represents the assumed wastewater a single-family home would generate in a month based on flow data from 1989.  [2:  KCC 28.86.186 Financial Policy 15] 

Single Family Residences Are Charged a Flat Rate. Single-family residences are billed to the local sewer agency as one RCE.  King County charges the local sewer agency the monthly sewer rate times the number of single-family customers that are within the utility. See Attachment 3 for the 2022 list of reported RCE based customers and single-family customers. 
Commercial, Multi-Family and Industrial Customers Are Charged Based on Volume. Volume-based customers are converted to a RCE unit by taking the monthly volume of water used by the customer and dividing it by 750 cubic feet (cf) of wastewater. This results in a usage amount reflected in RCEs. The 750 cf of wastewater is referred to as the “conversion factor.” Local agencies are then billed for volume-based customers based on the number of RCEs they generate.[footnoteRef:3]  [3:  Industrial users pay an additional fee beyond the monthly sewer rate. These fees help the King County Industrial Waste Program recover the costs associated with monitoring and administering the pretreatment program.] 

Using the Number of RCEs to Calculate the Monthly Rate. When the total number of RCEs are estimated by WTD for a given year, WTD then divides the total projected amount of revenue required (from sewer rates) by the number of RCEs to get the cost per RCE, the monthly sewer rate. King County then charges local sewer agencies the monthly sewer rate for each RCE in their utility.  
Allocating the Sewer Rate Cost Burden Between Single-Family Sector and Commercial/Industrial/Multifamily Sector. The financial policies[footnoteRef:4] direct that the conversion factor be reviewed periodically to ensure that the different classes of customers pay their fair share of the cost of the system. However, any change based on review would require changes to code and amendments to each of the 34 local sewer contracts. The 2021-2022 Adopted Biennial Budget Ordinance includes a proviso[footnoteRef:5] requesting a study on the shift of the sewer rate cost burden to the single-family sector from the commercial/industrial/multifamily sector. The report, Sewer Rate Cost Structure[footnoteRef:6], concluded that since the water consumption assumption for the single family home has not changed, the rate calculations likely attribute too much water flow to single family residences which due to conservation efforts have seen significant declines in water use over the years. When volume-based commercial/industrial/multifamily sector calculations reflect drops in usage but single-family use does not because the rate is based on 1989 usage assumptions, the single-family residences end up with a disproportionate share of the total cost. [4:  KCC 28.86.186  Financial  Policy 14, Section 4]  [5:  Ordinance 19210, Section 112, Proviso P3]  [6:  See Attachment A to Motion 16006 Sewer Cost Structure Report] 


Capacity Charge Billed to New Customers by King County. The capacity charge is a separate charge assessed by King County for new connections to the sewer system. The capacity charge is paid as a monthly charge amortized over 15 years. New customers may elect to pay off the charge early as a lump-sum at a discounted rate; a sold property would pay off any remaining balance due at the time of sale.

Unlike the wholesale sewer rate, the capacity charge is billed by directly to customers by King County. The purpose of the capacity charge is to ensure that new customers pay the costs of expanding the wastewater system. The current version of the charge started with the Robinswood Agreement and the principle of “growth pays for growth.”

Recent Changes to the Capacity Charge Rate Structure. Since the early 1990s, the county has established separate classifications of customers and charged those customers based on a RCE calculation. In 2017, WTD initiated a study of the capacity charge rate structure given the changes that are occurring in terms of types of development and housing stock. The Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) created a capacity charge rate structure work group to provide technical expertise to the county on the rate study and make any recommendations to WTD. A key recommendation of the work group was that capacity charge customer classifications should bear a close relationship with the average persons per household for each customer class. 

In January 2021 the King County Council adopted Ordinance 19153 which revised the financial policies to restructure the capacity charge to align amounts charged according to size and type of housing, tying payment levels to average number of persons accommodated by the housing type. Commercial connections continue to pay based on how much water they use and discounts continue for low-income housing. These changes did not impact the methodology used to determine the total costs of growth. 

Update to Projected Customer Numbers and Projected Capital Costs.
[bookmark: _Hlk160195094]King County Code 28.86.160 requires an update of customer numbers and projected capital costs used to calculate the capacity charge every three years. The last update or recalibration occurred in 2023 and produced the proposed charge for 2024. In 2025 and 2026, the proposed capacity charge annual increase will reflect this adjustment. WTD reports the required update of the capacity charge will not be possible after 2030 without an update to the Regional Wastewater Services Plan (RWSP) because the methodology in code is tied to the life of the RWSP, which currently extends through 2030.[footnoteRef:7]  [7:  See Subsection 3.a. of Financial Policy 15 in 28.86.160C.3(a)] 


Improving the Capacity Charge Methodology for Determining “Growth Pays for Growth” . The policies to determine how growth costs should be determined and allocated are in King County Code (K.C.C. 28.86.160(C) FP-15(4)). Here’s how it works at the simplest level:

1. Growth-related costs are identified
2. Monthly sewer rate revenue from “new customers” customers is calculated
3. The capacity charge is set to cover any shortfall 

A 2016 Auditor’s report[footnoteRef:8] found that the model that calculates the annual amount of the capacity charge is highly complex, not transparent, not independently verifiable, and susceptible to errors. Furthermore, the audit found that some of the financial policies related to the capacity charge need clarification. The Executive concurred with almost all of the audit findings and recommendations and noted that the desire for a simpler capacity charge approach is a long-held goal of WTD.  Additionally, the Executive’s response notes that most of the suggested changes in the audit would require significant engagement with local sewer agencies.  [8:  Wastewater Capacity Charge: Unclear Whether Growth Is Paying for Growth] 


In 2020, WTD engaged a consultant to develop a new model approach that is simpler and reflects current industry standards. In 2021, WTD briefed MWPACC on the consultant’s findings in a series of meetings. Later that year, WTD paused work on the capacity charge methodology review in order for the Clean Water Plan to inform information about future capital growth costs. WTD reports it recently requested the consultant resume its work on revising the methodology for the capacity charge. MWPAAC expects to engage with MWPAAC on this effort. 

Additionally, any changes to the capacity charge financial policies would have to be approved by the King County Council and reviewed by the Regional Water Quality Committee. 

ATTACHMENTS:   

1) Overview of Policies that Determine Wholesale Sewer Cost Allocation
2) King County Code 28.86.160 Financial Policies 
3) 2022 Reported Customers by Local Sewer Agency
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