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Metropolitan King County Council

STAFF REPORT

	Agenda Item:
	2
	Name:
	Mike Reed

	Proposed No.:
	2006-0454
	Date:
	December 5, 2006

	Attending:
	Bob Hirsch, Government Relations Administrator, Wastewater Treatment Division, Department of Natural Resources and Parks


Subject:  Proposed Ordinance 2006-0454 would authorize the county executive to sign extensions to existing sewage disposal agreements with cities and wastewater utility districts, extending them from 2036 to 2056, and amendments that address out of cycle rate increases in emergency situations and concurrence for future amendments.

Summary:  Existing agreements with client cities and utility districts continue through 2036, limiting the ability to sell long-term bonds based on these agreements.  Input from cities and utilities addressing additional changes to agreements, relating to rate changes in response to emergencies, and to amendment concurrence requirements, has been received; these changes are incorporated into this proposed ordinance.  

Background:  The county provides wastewater trunk line conveyance, treatment and disposal services to 36 retail wastewater clients, including cities and special purpose districts, located in King and southern Snohomish and northern Pierce counties, as authorized by Chapter 35.58 RCW for metropolitan municipal corporations.

King County’s role in providing these services includes construction and operation of regional capital facilities, including wastewater trunk lines that receive municipal wastewater generated by cities and utility districts from residences and businesses, as well as wastewater treatment plants and effluent pipelines and outfalls, to process and dispose of wastewater according to established standards. The cities and utility districts provide sewer lines and connections to residences and businesses for direct collection of wastewater and delivery to county trunk lines.

The County issues bonds to support the costs of needed capital facilities; repayment of bonded indebtedness is supported by sewer rates that the county charges to client cities and wastewater utilities, for receipt, processing and disposal of municipal wastewater flows.  The current sewer rate, originally adopted by the Council in 2004 and readopted in 2005, is $25.60per month per residential customer or equivalent.  In addition, the county charges a ‘capacity charge’, paid by owners of new homes and businesses for a specified period, to assure that ‘growth pays for growth’—that is, that the additional facilities and services needed to support additional new residents and businesses, are paid for by those new users.  The current capacity charge, adopted by the Council in 2004, is $34.05 per  month per residential customer or equivalent for 15 years.  
The security needed both by the county, to assure a revenue stream for repayment of bonds sold, and by the client cities and utilities to guarantee a place to send collected wastewater, is provided by contractual interlocal agreements between the cites and utilities on the one hand, and the county on the other.  Agreements are in place for each of the 36 cities and utility district clients that participate in the county system.  Those agreements, most of which were originally entered into in the 1960s and ‘70s, had an original termination date of 2016, but were extended to 2036 in the late 1980s.  

For a number of years, the county has been working with clients and their group representatives to lay the groundwork for a further extension of the agreements, this time for another 20 years through 2056.  Discussions have been pursued through the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC), representing client cities and utilities, and directly with the city of Seattle, which represents 42% of the user base, and more recently the Suburban Cities Association.  In these discussions, the county has focused on accommodating to client needs as appropriate, while assuring that basic council concerns such as keeping rates low and protecting county prerogatives relating to the responsibility to manage the wastewater utility, are addressed.  

Seattle Issues

Seattle discussions have focused on the ‘capacity charge’, which attempts to assure that new users pay for their expanded service needs.  In order to be sure that the cost of growth is paid by new customers, Seattle has insisted that a detailed methodology for formulating the capacity charge and establishing the annual amount of the charge be included in its agreement; the county position has been that including this methodology formulation in the agreement would unduly limit flexibility in that the formulation would be in place for the 50-year term of the agreement. The county has insisted that elected officials on the County Council and the RWQC need to maintain flexibility as to how the capacity charge is formulated. 

MWPAAC Issues

While a number of issues raised by MWPAAC have been addressed-- such as explanation of the county’s overhead cost allocation and explanation of the county’s budget process--three issues have remained since 2004; 

· MWPAAC desired discontinuation of sewer rate support for ‘Culver’ fund expenditures;

· MWPAAC wanted a  county funded budget for its own activities;

· MWPAAC supports memorializing the ‘growth pays for growth’ concept in the agreements, but has not supported the inclusion of a specific formulation methodology, as favored by Seattle, in the contracts.  

More recently MWPAAC has also expressed a desire for more local agency controls on King County’s wastewater expenditures.

Some MWPAAC agencies have also expressed the desire to install water reuse facilities in their jurisdiction, contrary to the provision requiring that all sewage be delivered to the county for treatment.  

MWPAAC has not endorsed the proposed extensions, pending resolution of these issues.  

Timing
As noted, the county traditionally has sought to issue bonds with a 35-year term, to assure the most favorable repayment provisions and avoid increased sewer rates that would be needed to repay bonds over a shorter term.  

Given the current 2036 termination of the existing agreements, the last opportunity for issuing 35-year bonds whose repayment is supported by these interlocal agreements, was 2001.  The agency indicates that, while rate impacts have been limited so far due to the modest size of recent bond issuance,  that is expected to change in the near future.  The next three years entail the highest borrowing levels of RWSP implementation; in 2007 and 2008, the county is planning to borrow $230 million and $345 million in long term debt.  The proposed sewer rate for 2007 and 2008 assumes a continued shortening of bond terms, 29 and 28 years; the agency identifies a $.28 cent impact associated with the shortened term for the sewer rate, and indicates that the capacity charge will need to be $3.00 higher for 2008  than if 35 year bonds were issued.

In light of this, the Executive is proposing to negotiate directly with client cities and utility districts to attempt to secure support for extension of the agreements.  The Suburban Cities Association has indicated support for this provision.

Proposed Ordinance 2006-0454

Proposed Ordinance 2006-0454 would authorize the Executive to sign such extensions as well as the amendments described below.

Current interlocal agreements require that rates be adopted for a given calendar year by July 1 of the previous year, without opportunity for later amendment.  The 2000-2001 experience with dramatically escalating energy prices, in which energy expenses for the wastewater program, anticipated at $7.4 million for 2001—but actually coming in at $16.8 million—have highlighted the need for some flexibility with regards to short-term rate response.  Proposed Ordinance 2006-0454 allows the executive to declare an emergency, joined in by two thirds of the county council, to address a temporary increase in rates to cover unforeseen costs.   

Additionally, in those cases where amendments to the interlocal agreements are needed—noting that the agreements for the most part are in common form for the various client cities and utility districts—agreements have historically required 100% of participating cities and utility districts agree to the change prior to any amendment.  Many of the smaller utility districts represent less than one percent of the ratepayer base.  In light of that, a number of years ago it was recommended  that an amendment to the agreement would require that customers representing 90% of the ratepayer base would need to concur with an amendment to allow it to go forward.  This provision was adopted in legislation approved by the Council in 2004.  Since that time, additional input from client cities and utilities has led to a further recommendation—that in addition to concurrence from city/utility agencies representing  90% of  the ratepayer base, that 90% of those agencies must also approve of the change in order for it to go forward.  

Additionally, this measure expands current language addressing the ‘growth pays for growth’ concept, by inserting a provision requiring that, in combination with the sewer rate, the ‘capacity charge’ be set at a level to ensure that 95% of the costs for facilities intended to serve new customers be paid for by those new customers.  The Suburban Cities Association has indicated support for including the ‘growth pays for growth’ concept in the interlocal agreements, but opposes an elaborate formula restricting the county’s flexibility.  

Further, this measure provides that, where there is new language added to Interlocal basic agreements, a given city may seek parallel language in its basic agreement, and the county will expedite including that language.  

The Executive has requested a technical amendment to correct the listing of special districts with whom the interlocal amendments would be entered into.  That amendment is included as a proposed striking amendment.  
ATTACHMENTS

1.  Proposed Ordinance 2006-0454.1, with attachments
A. City of ______  King County amendment to agreement for sewage disposal
B. Transmittal Letter dated September 28 2006

C. Fiscal Note

D. Suburban Cities Association Policy Positions on Regional Water Quality Issues
E. Percentage of Customer Base by Agency 2005

F. Resource Paper:  Amending the Sewage Disposal Agreement Between King County and Local Sewer Service Agencies

2.  Proposed Striking Amendment
