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SUBJECT

Briefing by the Wastewater Treatment Division on the recommended methodology for forecasting the long-term costs of its capital improvement needs as requested by Motion 16410. 

SUMMARY

There are many drivers of the projected significant increase in long-term wastewater rates, including investments in new capital projects and maintenance of existing assets, regulatory requirements, growth, and existing debt. In 2023, the Regional Water Quality Committee (RWQC) developed two motions adopted by the County Council to provide stakeholders, including RWQC, with better information on the long-term rate trajectory: 

Motion 16410 requests WTD develop a recommended methodology for forecasting the long-term costs of its capital improvement needs. (Attachment 1)

Motion 16449 requests WTD develop a long-term financial and sewer rate forecast. (Attachment 2)

In today’s briefing, WTD will present its recommended methodology for forecasting the long-term costs of its capital improvement needs. The final report describing the recommended methodology was not available at the time this staff report was prepared. WTD anticipates the final report may be available before the committee meeting. 

BACKGROUND

Motion 16410 was initiated[footnoteRef:1] by the Regional Water Quality Committee and adopted by the County Council on September 5, 2023.  [1:  The motion was approved by RWQC on July 6, 2023 for consideration by the King County Council under Section 270.30 of the King County Charter and K.C.C. 1.24.065 which allow for regional committees to develop and propose legislation for introduction to the King County Council. ] 


The Wastewater Conveyance and Treatment System Is Made Up of Thousands of Assets. The wastewater treatment system includes three regional treatment plants, almost 400 miles of conveyance lines, 48 pump stations, 25 regulator stations, five combined sewer outflow storage facilities, four combined sewer overflow storage facilities, 39 combined sewer overflow outfall locations, two small treatment plants, and one community septic system on Vashon. WTD reports the equipment necessary to run this system results in an asset inventory of over 66,000 assets. 

Current Forecasting Related to Capital Improvements. Currently, WTD has a six-year capital improvement program (CIP) which identifies all capital improvements expected to be in process during the six-year plan period. This CIP is transmitted along with the Executive’s biennial budget. WTD reports the projects included in the CIP are determined by an assessment and prioritization using a ranking system that considers multiple factors such as risk of failure, capacity needs, regulatory requirements, and impacts to water quality and public health. The CIP includes projects in the following categories:

· Known and anticipated regulatory requirements 
· Asset Management projects necessary to maintain the systems and prevent overflows
· Capacity projects needed for growth and required by contracts 
· Resiliency
· Other Capital Projects

Additionally, as part of the annual sewer rate development process, WTD forecasts capital improvement spending by category over a ten-year period.  However, the forecast only includes those projects expected to be started during the forecast window and supported by expected revenues and financing. 

Forecast Requirements in Motion 16410 (Attachment 1).  The motion requests WTD research and identify methodologies to forecast the long-term costs of its capital improvement needs. The following are the key provisions of Motion 16410:

· It specifies that the forecast should include, but not be limited to the following capital improvement categories: asset management; capacity improvements including projects for population growth and those projects addressing infiltration and inflow; and known and potential regulatory requirements (Lines 76-82).

· The recommended methodologies should allow for forecast periods of up to 75 years (Lines 82-83).

· The motion also includes language recognizing that forecasts beyond the standard six-year capital improvement program will have increasing levels of uncertainty with each year (Lines 80-82).

· The methodology should also allow for changes in various assumptions including growth capacity and known and projected regulatory requirements such that forecast scenarios can be compared using different assumptions (Lines 83-86). 

· WTD is encouraged to engage an experienced and independent expert in proven national best practices for successful forecasting methodologies. (Lines 86-88). 

· WTD is requested to seek comment and an advisory recommendation from the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) (Lines 74-76).

· The implementation of long-range forecasting beyond 20 years should occur during the update to the Regional Wastewater Services Plan. This update was started in 2019 and has been on pause but WTD expects it to restart again in 2023. The motion also specifies that implementation could also occur earlier in consultation with RWQC. 

· WTD may, with written notice to the chairs of the RWQC and MWPAAC, adopt revisions to the identified methodologies as needed. 

· WTD is requested to provide a status update briefing to RWQC in September 2023 and by January 2024 to brief RWQC on the recommended methodologies for forecasting the long-term costs of wastewater’s capital improvement needs. (In December 2023, WTD notified the Chair additional time would be needed to develop this methodology.) 

At the February 7th, RWQC meeting, WTD provided a status update to the committee and reported it had engaged a consultant who performed a peer review analysis and evaluated options for WTD and has been working very closely with MWPAAC. On February 28th, MWPAAC approved a comment letter on the recommended methodology which is included as Attachment 3 to the staff report.

ANALYSIS

Council staff will review the report for consistency with Motion 16410 upon its transmittal to RWQC. 

INVITED

· Kamuron Gurol, Director, WTD 
· Crystal Fleet, Capital Portfolio Planning and Analysis Unit Manager, WTD


ATTACHMENTS

1. Motion 16410
2. PowerPoint Wastewater Treatment Division Long-Term Capital Forecasting Methodology Recommendation 
3. MWPAAC Letter Dated February 28, 2024 on the Capital Investment Methodologies and Recommendations 
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