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SUBJECT:  A briefing or overview of the 2010 Wastewater Treatment Division budget.

SUMMARY: 
Committee staff provided a summary at the December, 2009 Regional Water Quality Committee of the Council adopted 2010 Wastewater Treatment Division budget.   Members noted that they might have follow up questions regarding the budget in 2010.   The following is a restating of the previous report with some re-organization of the text for readability.  
2010 Budget Highlights 

Below is brief summary or highlights of the budget analysis conducted regarding the operational and capital budgets for the Wastewater Treatment Division during the adoption of 2010 King County Budget.   
Wastewater Treatment Division Operating Budget (fund 4610)

The mission of the Wastewater Treatment Division (“WTD”) is to protect public health and enhance the environment by treating and reclaiming water, recycling solids and generating energy.    

The objectives of the wastewater capital program are:

· Ensure continued operation and reliability of existing wastewater conveyance and treatment assets;

· Enhance regional water quality in compliance with federal, state, and local regulations;

· Provide sufficient wastewater conveyance and treatment capacity to meet the long-term needs of people and businesses in the WTD service area

· Facilitate creating resources from wastewater.  

WTD’s functions are related to long- and short-range capital planning, construction of capital projects and the operation of the existing wastewater treatment and related conveyance facilities.  Since the adoption of the Regional Wastewater Services Plan (“RWSP”) in 1999, WTD has been implementing the policies and plan(s) adopted by the Council – essentially working on a 30-year capital plan to ensure sufficient capacity in the system for the growing population in King County and the service area and maintenance of the existing facilities.  

Operating Budget Table
	
	2009

Adopted
	2010

Proposed
	2010

Adopted

	Budget Appropriation
	$ 102,916,802
	$109, 858,272
	108,872,937

	FTEs
	598.7
	 597.7
	593.7

	TLTs
	32
	33
	29

	Estimated Revenues
	$ 321,723,000
	$329,160,000
	$329,160,000

	Major Revenue Sources
	· Customer Charges

· Investment Income

· Capacity Charge

· Rate Stabilization

· Other Income


Summary of Proposed Budget and Changes
The adopted operating budget is an increase of 6.1% and reflects a mixture of reductions for central charges but increases for operating costs at facilities and salary increases for cost of living adjustments and benefits ($1.4 million), offset in part by a contra for (-$1.1 million). The increased operating costs include $851,832 to fund the initial operating costs of Brightwater including purchase of chemicals, other supplies and small tools and equipment and increased electrical service costs at the new plant.  There is also a net increase of $663,832 in chemicals and supplies for the other treatment plants due to price and quantity changes.  

In addition West Point will have an increase of $571,056 to convert from the use of chlorine gas to hypochlorite (as was done at South Treatment plant) to increase safety.  Other significant operating expenses include $915,434 for electricity costs at treatment plants and an increase of $221,558 for biosolids haul and application. 
The budget analysis noted that the adopted monthly sewer rate for 2010 is $31.90, the same rate levied in 2009.  The capacity charge will increase from $47.64 in 2009 to $49.07 in 2010. Operating revenue generated will be sufficient to meet the minimum required debt service coverage ratios under WTD’s adopted financial policies.  

However, looking forward, the 2011 and 2012 rates are projected to rise approximately 23% over the two year period.  The primary drivers for the increase will be: (1)  higher debt service payments after 2010 following the end of capitalized interest payments on bonds issued between 2008 and 2010 (to support the construction of Brightwater); and (2) operations at Brightwater are anticipated to begin in mid-2011 which will increase operating costs around $9 - 11 million annually. The preparations for potential Green River flooding, reduce the 2009 contribution to the Rate Stabilization Reserve by $5 - 7 million.

These increased expenses will occur following a major recession that has dramatically affected commercial and residential growth – essentially reducing the number of customers over which to spread the increased expenses. The number of existing residential customer equivalents (“RCEs”) and rate of new customers has fallen from projected assumptions.  In 2010 both the number of existing RCEs and number of new customers being connected to the system are expected to be lower than in 2009.  Projected rates for 2011 and beyond already account for this “re-setting” of customer base and growth projections. 
The analysis also noted that in 2009 the State Auditor had released an operational audit of WTD, as part of a larger audit of King County utilities.  The Auditor opined that potential cost savings might be achieved through alternative shift arrangements that could lower overtime payments for facilities operating 24 hours a day.  With a third treatment facility coming on-line and increasing operating costs it will be critical to find savings wherever possible, including minimizing labor costs.  The Council included a budget proviso requiring a report on the costs and benefits of an anticipated negotiated contract for treatment plant operators prior to its transmittal to the Council (see below).

The Council identified additional savings in the operating budget by eliminating four FTEs and four TLTs and reducing the operating budget further by working with the Wastewater Treatment Division to identify other operating costs that could be reduced, and programs and initiatives that could be deferred for at least the next several years.  The total amount of savings identified in the operating budget ($1,717,149) were then set aside into the rate stabilization reserve – to provide additional funds that can be used to reduce the project rate for 2011.  The council also reserved a portion of the operating budget for water pollution abatement costs related to potential Green River flooding, if needed. Finally, recognizing the additional operating budget costs that will occur once the Brightwater Treatment Plant is commissioned and operating – the Council included a proviso for a report analyzing how to optimize the start-up of Brightwater. 
The following expenditure restrictions and budget provisos were added as follows:

ER1 EXPENDITURE RESTRICTION:
Of this appropriation, $1,717,149 shall be deposited in the wastewater treatment

division's rate stabilization reserve.

ER2 EXPENDITURE RESTRICTION:

Of this appropriation, until April 30, 2010, $1,363,340 shall be expended or encumbered by wastewater treatment division solely for metropolitan water pollution abatement costs incurred in response to Green River flooding.

 
After April 30, 2010, any remaining amount of the $1,363,340 not expended or encumbered for such purposes shall be allocated to Category III funds (Culver program)

and only for water quality improvement activities, programs and projects within  watersheds served by the county's regional wastewater system, provided a supplemental  appropriation is made to the water and land resources division.
P1  PROVIDED THAT:

Of this appropriation, $100,000 may not be expended or encumbered until: (1)

 the executive has bargained with labor regarding a new contract for wastewater treatment operators at West Point and South treatment plants, including shift schedules and assumed over time or compensated time; and (2) the executive has reported to the council  on the outcome of these negotiations, providing analysis of the costs and benefits of any  recommended contract in a report transmitted to the council at least one month before  transmittal of legislation for council approval of a new contract with the wastewater treatment operators.
P2  PROVIDED THAT:
A. Of this appropriation, $100,000 may not be expended or encumbered until the executive has collaborated with the Brightwater-Oversight Management Consultant and the King County auditor's office capital projects oversight program and submitted a report for council acceptance by motion, regarding: (1) an analysis and verification that the wastewater treatment division's projected, as of December 31,2009, operating costs

for the Brightwater Treatment System are reasonable: (a) during the early post commissioning phase when Brightwater effluent will conveyed to other treatment plants for discharge; and (b) when fully operational and discharging effluent via the Brightwater conveyance system. If any portion of the wastewater treatment division's projected operating costs are not reasonable, then the report should indicate what elements should be adjusted and provide a reasonable estimate for those elements; and

(2) building on the verified and, if necessary, adjusted estimate of operating costs for the

Brightwater treatment system developed under item (1) of this subsection A. of this proviso, the results of the collaborative efforts in developing potentials to maximize operational savings before and during the commissioning of the Brightwater treatment system. The report and motion shall be transmitted by April 2, 2010.

B. For the verification of wastewater treatment division projected operational costs analysis, the report shall examine, but not be limited to, the following: (1) a breakdown of the anticipated operating expenses associated with the early post commissioning period and a breakdown of operating expenses when fully operational; (2) startup plans and necessary staffing; and (3) anticipated consultants or other resources that will be needed and the costs associated. Based on the verification of wastewater treatment division projected operational costs analysis, the report shall also specifically identify options for reducing operating costs and make recommendations for

a cost-effective startup; as well as development of opportunities for operational savings.

C. Any report or motion required to be submitted by this proviso must be filed in

the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers and to the committee coordinator for the government and accountability committee and the regional water quality committee or their successors.
CIP Budget Table
	
	2009

Adopted
	2010

Proposed
	2010

Adopted

	Budget Appropriation
	$167,601,619
	$96,527,786
	$91,993,254

	Major Revenue Sources
	· Parity bonds

· Variable Debt Bonds

· Grants & Loans

· Transfers from Operating Fund

· Capacity charge revenues


Summary of Proposed Budget and Changes
Like last year, the combination of high levels of capital expenditure in support of construction of the Brightwater project, a weak economy and an unsettled municipal bond market influenced the capital program decisions for 2010.  As a result of those factors and a critical needs and risk assessment of wastewater capital program performed by staff, some projects have been delayed or reduced in scope.  WTD has decreased planned 2009 – 2014 capital spending by $13 million below the adopted 2009 budget level.  The Council reduced planned capital spending by another $5 million – primarily through reductions to the minor asset management functions and delay in the North Creek project. 

WTD’s CIP and capital projects are grouped (and funded) according to the major functions they serve in the wastewater system.  There are a very limited number of new projects proposed to be added 2010- 2015.  These align with RWSP policies and priorities.  
	Description
	2010 Proposed
	2010 Adopted
	

	1.South Treatment Plant
	13,371,816 
	13,371,816 
	

	2.West Treatment Plant
	6,399,243 
	6,399,243 
	

	3.Brightwater Treatment Plant
	28,044,005 
	28,044,005 
	

	4.Local Treatment Facilities
	451,848 
	451,848 
	

	5.Conveyance Pipelines and Storage
	9,983,603 
	8,590,432 
	

	6.Conveyance Pump Station
	14,624,267 
	14,624,267 
	

	7.Combined Sewer Overflow Control
	6,323,610 
	6,323,610 
	

	8.Inflow and Infiltration
	525,548 
	525,548 
	

	9.Biosolids Recycling
	1,471,363 
	1,471,363 
	

	10.Water Reuse
	2,661,545 
	2,661,545 
	

	11.Environmental Lab
	570,709 
	570,709 
	

	12.Central Functions
	1,174,046 
	1,217,643 
	

	13.Minor Asset Management-Electrical/I&C
	1,737,216 
	1,237,216 
	

	14.Minor Asset Management-Mechanical Upgrade & Replace
	2,529,707 
	2,029,707 
	

	15.Minor Asset Management-Odor/Corrosion Control
	562,755 
	562,755 
	

	16.Minor Asset Management-Pipeline Replacement
	2,244,756 
	1,744,756 
	

	17.Minor Asset Management-Process Replacement
	2,191,723 
	2,191,723 
	

	18.Minor Asset Management-Structures/Site Improvement
	1,660,026 
	1,660,026 
	

	Total 2010 Proposed
	$ 96,527,786
	$ 91,993,254
	


The following capital projects and issues are highlighted:

Brightwater Conveyance
The 12.6 mile-long system of large diameter tunnels will carry wastewater to and from the Brightwater Treatment Plant located north of Woodinville on Route 9.  The completion of this project is experiencing delays and potential cost impacts due to damage to the tunnel boring machines for the Central tunnel.  Actual cost of the damage and associated delay cannot be accurately determined at this time.  
Estimates for the treatment plant and conveyance at completion ranges from $1.8 billion to $1.874 billion.  $1.76 billion was appropriated through 2009 and the $28 million 2010 request brings the total to $1.79 billion.  

North Creek Pipeline
The North Creek pipeline in Snohomish County is under capacity and requires upgrading.  King County has an agreement with Alderwood Water and Wastewater District to upgrade the gravity pipeline facility.  The total projected cost of this project was approximately $45 million in 2008.  However, the construction contract for this project was terminated for convenience this year due to unforeseen geotechnical conditions that altered construction conditions such that WTD determined that a potential re-assessment and re-design may be necessary.  The Council deferred an additional appropriation for the project this year while the re-assessment is underway.   

Auburn Interceptor

The Kent/Auburn Conveyance System Improvements (CSI) project when implemented will deliver additional conveyance capacity to the Kent Auburn area of the Green River South Planning Area.  The scope of this project will be to complete the final design, prepare bidding documents, and complete construction.  There is no 2010 appropriation request, but the project is noted here because enhanced wastewater flow projection modeling indicates that construction could be delayed until 2014.  The 2010 6-year CIP moves construction completion from 2014 to 2016 and defers more than $31 million in construction costs from the 2012-14 period.

SW Interceptor:

This project constructs approximately 5 miles of new sewer in Kent, Auburn, Pacific and Algona.  Phase A includes the Kent East Hill Diversion and the Stuck River Trunk.  Phase B includes the Pacific Pump Station Discharge and Auburn West Interceptor Parallel.  Project construction was delayed from 2010 to 2012 to align capital spending with revenue deferring more than $7 million in construction costs.  

Sediment Management Plan:

This project implements King County’s participation in the Lower Duwamish Waterway Superfund site Memorandum of Agreement (MOA) and Administrative Order on Consent (AOC) and clean up of other contaminated sites under state Model Toxics Control Act (MTCA) voluntary cleanup authority.  The 2010 appropriation request reflects and updated schedule of Duwamish cleanup work and extends the project end date from 2012 to 2015 to reflect the EPA and Ecology decision making process and expected implementation. This defers expected spending of more than $25 million in 2010-11 to 2014-15. 

Wastewater Treatment Debt  (4610)

	
	2009

Adopted
	2010

Proposed
	2010

Adopted

	Budget Appropriation
	$177,902,230
	$178,569,346
	$178,569,346

	Major Revenue Sources
	· Customer Charges

· Investment Income

· Capacity Charge

· Rate Stabilization

· Other income


The total amount of senior lien debt issued in 2009 is $550 million; $45 million more than projected in 2009 adopted budget.  The increase in borrowing is driven by two factors.  First, is the higher than originally projected accomplishment rate on the Brightwater project. The second is to make up for the County’s reduced borrowing activities in 2008 which were limited by difficult financial market conditions.  The County plans to issue $95 million in variable rate financing in 2010, partially replacing the variable rate, short-term debt that was retired through borrowing from the County investment pool.  Debt service is projected to be $14.8 million less than anticipated for 2009 in the 2009 adopted budget due to better than projected interest rates, capitalized interest and the timing of bond sales. 

The 2010 proposed budget includes $157,418,396 for parity debt and $21,150,950 for subordinated debt service, for a total debt service of $178,569,346.  This is $667,000 more than the 2009 budget adopted amount for debt service or an increase of .3%.  However, this amount is $7 million less than presented in the 2009 adopted budget for 2010 debt service or a decrease of 3.8%.  As noted above, debt service payments are projected to increase by $20+ million each year between 2011 and 2012.  Debt service payments are projected to increase by $13 million in 2013 and $6 million in 2014.

ATTACHMENTS:  none
