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[bookmark: _Toc319601391][bookmark: _Toc413757945]1.0	Introduction
This report describes the underlying assumptions, projections, and key factors considered in developing the King County Executive’s proposal for the Wastewater Treatment Division’s (WTD) 2016 monthly sewer rate and capacity charge. This proposed 2016 monthly sewer rate is $42.03, the same rate as 2015, and fulfills the commitment to maintain a level rate for 2015 and 2016. The proposed 2016 monthly capacity charge is $58.70, representing the planned 3.0 percent increase from the 2015 charge of $57.00. 

In addition to maintaining the rate in 2016, several factors have contributed to lower projected sewer rates in the 2017 to 2020 period. These include three long-term bond refundings in 2014 and 2015 and higher-than-projected Residential Customer Equivalents (RCEs) and capacity charge revenues. The individual and cumulative impacts of these factors on future rates will be discussed later in this paper.

The remainder of this document discusses the major factors underlying the 2016 monthly sewer rate and capacity charge proposal, including: 1) sewer rate management, 2) WTD’s operating revenues and expenses, 3) the spending accomplishment rate for WTD’s capital improvement program, revenues, and financing, 4) current RCEs and new customer connections, and 5) a summary of projections and assumptions. 

[bookmark: _Toc319601420][bookmark: _Toc319601392][bookmark: _Toc413757946]2.0	Sewer Rate Management
In its simplest form, the monthly sewer rate is determined by the amount of revenue required to pay all the costs of the utility, given the estimated number of customers for the year, while remaining consistent with financial policies and requirements. During periods in which costs (capital or operating) are particularly volatile, the resulting revenue requirements could lead to large annual fluctuations in the rate. Examples include the energy crisis in 2001, which led to a sharp spike in operating costs, and the construction of Brightwater, which led to a period of relatively high capital costs. Unmanaged, the resulting sewer rate fluctuations could prove disruptive to residential and commercial customers.

Two effective means of managing sewer rates are the deferral of revenues through the use of a rate stabilization reserve and effective cost containment. These are the preferred methods of managing rate increases, and each is discussed in greater detail in the following sections.

[bookmark: _Toc319427068][bookmark: _Toc319601393][bookmark: _Toc413757947]2.1	Rate Stabilization
It is King County policy to have multi-year sewer rates when financially prudent. A rate stabilization reserve allowing the deferral of operating revenues into a future year has been used to help manage multi-year rate patterns, starting with the 2005 and 2006 sewer rates. Current projections show the rate stabilization reserve is anticipated to have a balance of $34.3 million by the end of 2015. This contrasts with the 2015 adopted budget (November 2014), which projected an ending 2015 balance of $24.8 million. This difference reflects positive overall financial results, discussed later in the paper, which allow for additional future sewer rate mitigation. The 2016 rate proposal assumes the reserve balance will be zero entering 2021; that is, the full amount of the reserve will be used to manage sewer rates between 2015 and 2020.

As shown in Table 2-1, the rate stabilization reserve balance of $34.3 million at the end of 2014 is expected to be maintained in 2015. Thereafter, the reserve will be drawn down by $0.2 million in 2016, $1.4 million in 2017, $10.0 million in 2018, and $11.4 million in both 2019 and 2020. This pattern of rate stabilization usage maintains the utility’s required minimum debt service coverage ratio of 1.15. 

[bookmark: _Toc413767581]Table 2-1. Rate Stabilization Reserve, 2014-2020 (million dollars)
	 
	2014
	2015
	2016
	2017
	2018
	2019
	2020

	Beginning balance
	$52.3
	$34.3
	$34.3
	$34.2
	$32.8
	$22.8
	$11.4

	Additions
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0

	Reductions
	$18.0
	$0.0
	$0.2
	$1.4
	$10.0
	$11.4
	$11.4

	Ending balance
	$34.3
	$34.3
	$34.2
	$32.8
	$22.8
	$11.4
	$0.0

	Note: Totals may not add due to rounding.
	
	
	
	
	
	



Continued use of rate stabilization in 2017 and beyond will be re-evaluated, since projected sewer rate increases are relatively small for that time period. During the 2017 to 2020 period, sewer rates are projected to increase by 1.9 percent on an average annual basis. This period of relatively small projected rate increases reflects five major elements:

1. Completion of the Brightwater Treatment Plant with a return to lower capital spending.
2. The refinancing of $1.4 billion of outstanding debt in 2014 and 2015.  
3. The growing importance of capacity charge revenue.
4. A larger share of the capital program will be cash funded by transfers from the operating fund.
5. Continued efficiencies from the carbon neutrality and energy fund and future energy savings from operating and capital investments.

[bookmark: _Toc319427069][bookmark: _Toc319601394][bookmark: _Toc413757948]2.2	Cost Containment 
While the rate stabilization reserve provides a means of managing rate increases by redistributing a portion of operating revenues across years, it is only one of the tools of rate management. Cost containment is critical. As in prior years, WTD scrutinized all planned capital and operating expenditures with the goal of making reductions and implementing efficiencies while continuing to fulfill its regulatory obligations to protect public health and the environment. Through WTD’s continuous improvement efforts and the Executive’s Efficiency Initiative, WTD has implemented a program (“Bright Ideas”), which encourages creative problem-solving throughout the organization and uses employees’ ideas to improve how it does business. Using this and other tools, such as the Carbon and Energy Investment Program implemented in 2014, WTD has developed efficiency proposals for implementation from 2015 through 2021. Table 2-2 summarizes this work:
[bookmark: _Toc413767582]Table 2-2. Current and Future Rate Reduction Measures
	2015 Budget Reductions from Ongoing Efficiencies in 2014
	$350,000

	 
	 

	2015 Estimated Annual Impact of Initiatives for Efficiency:
	 

	          Employee-initiated through Bright Ideas Program
	$335,000

	          Carbon and Energy Fund efficiencies (2014 and 2015)
	$85,000

	Total
	$420,000

	 
	 

	Annual Debt Service Savings from Bond Refundings Beginning in 2015
	$5,010,000

	 
	 

	Estimated Annual Rate Reduction Measures in 2015
	$5,780,000

	 
	 

	Future Energy Program Operational Savings from Capital Investments from 2016-2021
	$810,000




The following sections provide additional detail on the success achieved in managing costs in the operating and capital programs of WTD and how they benefit the current rate proposal.

[bookmark: _Toc319601395][bookmark: _Toc413757949][bookmark: _Toc319427071]3.0	Operations
[bookmark: _Toc319601396][bookmark: _Toc413757950]3.1	Revenues
In 2016, total operating revenues (including capacity charge receipts[footnoteRef:1] and rate stabilization) are projected to be $447.5 million, a 1.6 percent increase over the 2015 forecast of $440.3 million. In 2017, total operating revenues are projected to be $467.9 million, a 4.6 percent increase over the 2016 proposed revenues. As shown in Table 3.1, the net increase in revenues of $7.2 million in 2016 is primarily from capacity charge revenue reflecting a higher number of new connections relative to 2015 projections. This reflects continuing improvement in the national and regional economic outlook. The net increase of $20.4 million in 2017 reflects a 4.6 percent increase for that year, mainly from continued growth in RCEs and capacity charge revenues.   [1:  Although the capacity charge does not fund any operating expenses, capacity charge revenues are categorized as operating revenue for purposes of the debt service coverage calculation. ] 


As highlighted in Table 2-1, amounts associated with the Rate Stabilization Reserve, which reached a high of $62.6 million at the end of 2012, will provide only a small portion of revenues through 2017; and all but $1.6 million of drawdowns are being deferred to 2018 through 2020.  


   
[bookmark: _Toc413767591]Table 3-1. 2015 through 2017 Operating Revenues (million dollars)
	 
	2015 Forecast
	2016 Forecast
	Difference
	% 
Change
	2017 Forecast
	Difference
	% 
Change

	Sewer rate
	$368.6
	$370.9
	$2.3
	0.6%
	$384.6
	$13.7
	3.7%

	Investment Income
	$1.8
	$2.7
	$0.9
	50.0%
	$4.0
	$1.3
	48.1%

	Capacity Charge
	$59.4
	$63.0
	$3.6
	6.1%
	$66.9
	$3.9
	6.2%

	Rate Stabilization
	$0.0
	$0.2
	$0.2
	0.0%
	$1.4
	$1.2
	600.0%

	Other Income
	$10.5
	$10.7
	$0.2
	1.9%
	$11.0
	$0.3
	2.8%

	Totals
	$440.3
	$447.5
	$7.2
	1.6%
	$467.9
	$20.4
	4.6%

	Note: Totals may not add due to rounding.
	
	
	
	
	


[bookmark: _Toc319601397][bookmark: _Ref322076327]
[bookmark: _Toc413757951]3.2	Expenses 
Operating expenses for 2014 were $124.0 million, $2.8 million less than budgeted in 2014. Major factors resulting in this variance were reductions in services needed from other County agencies, reduced electricity, water, natural gas and chemicals rates and usage, lower diesel prices, lower volumes of grit disposal, and more labor used for capital projects at the treatment plants than originally projected. 

For 2015, operating expenses are projected to total $135.0 million, a 6.5 percent increase over the 2014 budget. The increase from 2014 is due to general inflation; implementation of the WaterWorks Program (1.5 percent of the operating budget), which will improve water quality by engaging residents, businesses, community organizations, and customers in projects to improve water quality in WTD’s service area; four additional operating full-time employees needed to support the Combined Sewer Overflow (CSO) Program; and continuation of the Carbon and Energy Investment Program, which has generated ongoing operating efficiencies. 
 
Operating expenses for 2016 are projected to be $141.4 million, a 4.7 percent increase over the 2015 adopted budget. This increase is attributed to general inflation, increased cost of electricity and chemicals due to higher projected usage, and initial contributions to fund replacement of the membranes at Brightwater when the existing warranties expire.

For 2017, operating expenses are projected to be $146.8 million, an increase of $5.3 million or 3.8 percent over the 2016 adopted budget. This increase is attributed to general inflation, a projected 25 percent increase in the local hazardous waste fee (a flow-based charge which reduces threats of hazardous products in the wastewater system), increased major maintenance of facilities, financial system enhancements, and safety and surveillance enhancements at our treatment plants. 
[bookmark: _Toc319601398][bookmark: _Toc413757952]

4.0	Capital Improvement Program 
[bookmark: _Toc319601399][bookmark: _Toc413757953]4.1	Capital Spending
With the completion of the Brightwater treatment system project, WTD capital spending levels have returned to more typical long-term levels. 2014 actual capital spending of $155.4 million was 4.7 percent higher than planned capital spending of $148 million. Planned spending ranges from $162.5 million in 2015 to $216.7 million in 2021, averaging approximately $194 million per year during the six-year period.

Even at lower spending levels, the construction activity for WTD facilities continues to be a significant source of regional job creation. In 2016, WTD will invest approximately $80 million in construction, supporting more than 775 full- and part-time jobs in the region.

Two aspects of capital project spending can affect the sewer rate: 1) the total cost of the project over its lifetime and 2) the amount of spending in the specific rate period involved. In the process of defining capital priorities for 2016 and beyond, WTD critically reviewed project scopes, schedules, cash flow projections, and risk analyses to ensure funding for critical projects. Key criteria for assessing risk include: ensuring the continued operation and reliability of existing wastewater conveyance and treatment assets, enhancing regional water quality in compliance with federal, state, and local regulations pertaining to wastewater treatment, reducing combined sewer overflow events, and continuing to create resources from wastewater.

Below are key projects in the capital program (total project cost):

· CSO Projects at Murray, Magnolia, Barton, and North Beach ($145 million) 
The four CSO beach projects are currently on schedule. Project construction activity continues, with substantial completion expected by the end of 2015. 

· Michigan/Brandon CSO Control ($180.3 million) The project consists of building the Georgetown Wet Weather Treatment Station, conveyance, and outfall to treat CSOs prior to discharge into the Lower Duwamish Waterway. Modifications to both the South Brandon Street and South Michigan Street Regulator Stations will be required to divert flows to the facility. Ancillary facilities include an odor control facility, electrical/
controls building, and emergency generator. Project construction is currently scheduled for completion at the end of 2021.

· North Creek Interceptor ($56.6 million) The project funds the design and construction of 9,650 feet of 36- to 48-inch diameter gravity sewer pipeline to control sanitary sewer overflows. The project is currently on schedule for construction completion at the end of 2017.

· WTD’s Resiliency and Recovery Program ($57.1 million) The project funds the capital component of the program to identify and modify existing facilities to increase their resistance to damage, or to allow rapid recovery from such damage, and develop capital facilities that could mitigate damage or facilitate recovery. An assessment of WTD’s ability to respond to and recover from natural disasters, and for capital funds for projects aimed at enhancing our facilities’ structural integrity, is due for completion by the end of 2015. Two projects requiring immediate action are: 1) Interbay Pump Station Partial Forcemain Replacement to continue operating efficiently and improve structural stability and 2) West Point Primary Sedimentation Area Roof Structure Improvements to ensure basic components of wastewater treatment remain viable in the event of earthquake or other disaster.

· Oxygen Generation and Distribution System Replacement ($33.7 million) The scope of work will evaluate alternatives to replace the existing Oxygen Generation and Distribution System at the West Point Treatment Plant with newer, more energy efficient technology. The current schedule for completion is 2020. 

· CSO Control Hanford at Rainier and Bayview North ($32 million) This project consists of building the Rainier Valley Wet Weather Storage facility to control the Hanford at Rainier and Bayview North CSOs to one event per year, on a 20-year moving average, in accordance with Washington State Department of Ecology (DOE) standards. Specifically, this project will install a new sewer pipeline near Rainier Avenue South and Martin Luther King Boulevard South, which will divert flows to an existing pipe with available capacity. The project also includes a storage tank to capture excess flows from the area. The current schedule for completion is 2019.

· WTD Capital Projects Closeout ($8.1 million) This project will allow for the timely closeout of a project after construction is completed and has been turned over to Operations. Closing a project after it is turned over to Operations insures proper fixed asset accounting and cost control between capital and operating. However, legitimate capital costs that are foreseen (pending litigation, consent decree monitoring ) and unforeseen (insurance and warranty claims) can occur and will be tracked and funded without keeping the original project open for a prolonged period of time.

[bookmark: _Toc413757954]4.2 	Capital Accomplishment Rate 
Another factor that affects the sewer rate and the financing of the capital program is the accomplishment rate, which provides an estimate of the cash needs of the program. It reflects the capital program as a whole and is an estimate of the difference between planned capital spending in the budget and the capital spending that actually occurs. In this way, the program’s revenue requirements include the impact of possible delays in the execution of the capital program that reduce spending and, therefore, cash needs. The accomplishment rate is expressed as the percentage of the capital budget expected to actually be spent in a given year.

In 2014, the accomplishment rate for the capital program was 89 percent, compared to an assumed rate of 85 percent. This difference represents approximately $7 million more spending in 2014 than anticipated. The accomplishment rate is assumed to remain at 85 percent for the forecast period 2015-2021.

To further illustrate the relationship between the sewer rate and the accomplishment rate, if the aggregate accomplishment rate was lowered by 5 percentage points to 80 percent for 2016, estimated capital spending would be reduced by approximately $8.4 million, or the equivalent of lowering the 2016 sewer rate by approximately $0.07. Conversely, if the program accomplishment rate were increased to 100 percent for 2016, estimated capital spending would increase by $29.5 million, or the equivalent of increasing the 2016 sewer rate by approximately $0.23.

[bookmark: _Toc319601401][bookmark: _Toc413757955]4.3	Capital Revenues and Financing
[bookmark: _Toc319601402][bookmark: _Toc413757956]4.3.1	Capacity Charge
The capacity charge is a monthly charge, with a duration of 15 years, that is levied on new connections to the wastewater system in accordance with King County Code (K.C.C.) 28.84.050 and the financial policies in K.C.C. 28.86.160. It is set at a level to ensure that new sewer connections, over the long-term, will pay for the costs of the additional capacity required to serve them. The proposed capacity charge for 2016 is $58.70, a 3.0 percent increase from 2015.

Financial Policy 15.3-d states that customer growth and projected costs, including inflation, shall be updated every three years. The 2016 capacity charge of $58.70 is based on the 2014 updated data. The 3.0 percent increase for 2015 and 2016 reflects the assumed inflation for the years between updates.

During 2013, several policies regarding the capacity charge were changed and updated. Among them, the discount rate used to determine early payoff amounts was modified to reflect, and remain current with, economic and financial conditions. To provide a better reflection of the choices available to customers, the capacity charge early-payoff discount rate is now a weighted average of the 15-year mortgage rate and the 10- and 20-year Treasury Bond rates. This discount rate is updated annually to reflect general movements in interest rates in the economy. That is, as interest rates change over time, the discount rate will move in the same direction. For 2014, the early-payoff discount rate was changed from 5.5 percent to 3.3 percent. For 2015, the early-payoff discount rate was changed from 3.3 percent to 3.0 percent.
[bookmark: _Toc319601403][bookmark: _Toc413757957]4.3.2	Bonds and Interest Rates
With Brightwater complete and the capital program returning to more typical long-term levels, the need to issue new debt has also moderated. As a result, there were no new money bond issuances in 2014. New issuances of long-term bonds are projected at $50 million in 2015 and $80.6 million in 2016.

In addition to long-term bonds, WTD uses the proceeds from short-term variable rate bonds to finance a portion of the capital program, subject to a cap of 20 percent of total debt. Current plans are to defer any new issuance of variable-rate bonds until 2018, when we expect to issue $63.4 million.   

The historically low interest rates on long-term bonds that produced unprecedented refinancing opportunities during the previous three years are not assumed to continue beyond 2015. In 2014 and 2015, WTD refinanced several outstanding issuances resulting in annual debt service savings of over $5 million. In anticipation of the Federal Reserve reducing efforts to maintain low interest rates, the financial plan accompanying this rate proposal assumes interest rates on new borrowings of 4.5 percent in 2015, 5.5 percent in 2016, and 6.0 percent thereafter. 

Investment interest rates have also remained at historic lows in the market. The rate of return in the County investment pool was 0.51 percent in 2014. In accordance with the March 2015 rates from King County’s Office of Economics and Financial Analysis, the forecasted investment interest rates for this proposal, net of estimated pool fees, are 0.51 percent in 2015, 0.76 percent in 2016, 1.06 percent in 2017, 1.50 percent in 2018, 2.15 percent in 2019, 2.66 percent in 2020, and 3.04 percent in 2021.  
[bookmark: _Toc319601404][bookmark: _Toc413757958]4.3.3	Alternative Financing
This section highlights another element of cost containment achieved through WTD’s aggressive pursuit of low-cost financing for capital projects. Because of the success of this work, WTD has regularly obtained grants or low-interest loans for capital projects. Collectively, these low-cost funds are referred to as alternative financing. Grants for capital projects are funded by federal or state agencies and, for energy-related projects, local utilities. While the allowable use of these grants is often highly restricted, they have the obvious benefit of not having to be repaid, in contrast to the low-interest loans. Grants received in the past assisted in the financing of upgrades to the South and West Point Treatment Plants, as well as the Alki Transfer/CSO Facilities project and the Denny Way CSO Control project. WTD has had several DOE grants to help fund the Lower Duwamish Cleanup Project and continuously pursues grant funds as they become available. 

Low-interest loans are provided by the DOE’s State Revolving Fund (SRF) or the Washington State Public Works Trust Fund (PWTF). WTD helps ensure the success of its work to obtain loans by conducting a review process to ensure that projects will be considered high priority water-quality projects in the grant ranking process. WTD also ensures that the project schedule fits within the loan criteria and that the project meets specific criteria or thresholds. Projects that meet all of these are eligible for the loan application stage. The grants administrator then coordinates with the project manager to ensure that the thresholds are met in time and takes the lead in writing and completing the application. 

Table 4-1 lists some of the completed projects that received SRF and PWTF funding. Table 4-2 lists the current SRF loans that partially or entirely fund the indicated WTD capital projects. 



[bookmark: _Toc413767613] Table 4-1. Previous SRF & PWTF Fund Loans for WTD Capital Projects (million dollars)
	
Project
	
Loan Amount
	
Loan Type
	
Term (Years)
	
Interest Rate
	Estimated Debt Service Savings 

	Brightwater Outfall
	$1.6
	SRF
	20
	2.6%
	$11.8

	Henderson/MLK CSO
	$57.5
	SRF
	20
	1.5%
	$64.8

	Denny Way CSO/Elliott West Pipelines
	$12.5
	SRF
	20
	1.5%
	$14.1

	Carnation Treatment Plant
	$14.1
	SRF
	20
	3.1%
	$14.1

	Vashon Treatment Plant
	$5.0
	SRF
	20
	1.5%
	$3.9

	Barton CSO Facilities Plan
	$1.1
	SRF
	20
	1.5%
	$0.9

	Murray CSO Facilities Plan
	$0.6
	SRF
	20
	1.5%
	$0.5

	North Beach CSO Facilities Plan
	$0.5
	SRF
	20
	1.5%
	$0.4

	North Creek Storage
	$10.0
	PWTF
	20
	0.5%
	$10.4

	Juanita Bay Pump Station
	$10.0
	PWTF
	20
	0.5%
	$12.3

	Brightwater Reclaimed Water Pipeline
	$7.0
	PWTF
	20
	0.5%
	$8.6

	Hidden Lake Pump Station
	$10.0
	PWTF
	20
	0.5%
	$12.0

	Barton CSO Control - Design
	$5.0
	SRF
	20
	2.7%
	$5.7

	Murray CSO Control - Design
	$4.6
	SRF
	20
	2.7%
	$6.2

	North Beach CSO Control - Design
	$2.9
	SRF
	20
	2.7%
	$3.6

	S. Magnolia CSO Control - Design
	$5.1
	SRF
	20
	2.7%
	$6.4

	Fremont Siphon – Facilities Plan
	$2.2
	SRF
	20
	2.7%
	$2.7

	Ballard Siphon
	$31.9
	SRF
	20
	2.8%
	$41.7

	Ballard Siphon
	$10.0
	PWTF
	20
	0.5%
	$13.4

	South Plant Agitation Blowers
	$.668
	PWTF
	10
	1.0%
	$.853

	Environmental Lab HVAC System 
	$.332
	PWTF
	10
	1.0%
	$.334

	West Point Dewatering Centrifuges
	$.300
	PWTF
	5
	1.0%
	$.383

	Total
	$192.9
	
	
	
	$235.0



[bookmark: _Toc413767614]Table 4-2. Current State Revolving Fund Loans for WTD Capital Projects (million dollars)
	Project
	Loan Amount
	Loan Type
	Term (Years)
	Interest Rate
	Estimated Debt Service Savings

	Barton CSO (Construction)
	$8.5
	SRF
	20
	2.7%
	$4.0

	North Beach CSO (Construction)
	$3.0
	SRF
	20
	2.7%
	$1.5

	S. Magnolia CSO (Construction)
	$26.5
	SRF
	20
	2.7%
	$12.3

	Fremont Siphon (Construction)  
	$29.5
	SRF
	20
	2.7%
	$15.7

	Total
	$67.5
	
	
	
	$33.5



In 2012, WTD received $3 million in Qualified Energy Conservation Bonds (QECB). These bonds enable qualified state, tribal, and local government issuers to borrow money at attractive rates to fund energy conservation projects. These funds were allocated to WTD from King County’s total share of the QECB received from the Washington State Department of Energy. These bond proceeds are being used to fund capital expenditures for the South Plant Raw Sewage Pumps Replacement project. WTD will save approximately $500,000 in interest over 10 years versus conventional bond financing.

Additionally, WTD regularly receives energy-efficiency improvement grants from Seattle City Light and Puget Sound Energy. The most recent was for the South Plant Agitation Blowers Replacement project, in conjunction with the PWTF loan listed above in Table 4-2. WTD received $331,785 in grant funds from Puget Sound Energy, and the estimated energy savings per year is 779,640 kWh. WTD continues to partner with Seattle City Light and Puget Sound Energy on energy conservation grants. 

While alternative financing generally reduces total costs, it can sometimes result in upward pressure on the sewer rate if instruments have a shorter payback period than WTD’s long-term bonds. 

[bookmark: _Toc319601405][bookmark: _Toc413757959]5.0	Residential Customer Equivalents and New Connections
The near-term outlook for growth in our region continues to strengthen based on continued good news from the labor market, as well as low interest rates spurring more investment. A large portion of the regional demand for new construction moved through our system in 2013 and 2014. The December 2014 Conway-Pedersen economic outlook forecast that U.S. Growth Domestic Product growth will be 3.0 percent in 2015 and 2.9 percent in 2016. The forecast for employment growth for the Seattle-Tacoma region is 3.0 percent in 2015 and 2.6 percent in 2016.

RCE projections for the proposed sewer rate have increased relative to last year’s projections, given the return to more stable growth. Commercial, multi-family residential, and industrial customers can reduce their customer equivalents, and therefore their sewer bill, by reducing water consumption. Increased water conservation can result in low growth or reductions in the WTD customer base. In 2014, there were 725,844 RCEs being served by WTD, an increase of 1.07 percent from 2013 actual levels. The current RCE forecast anticipates continued growth with an annual increase of 0.7 percent for 2015 and tapering growth through 2018.

Table 5-1 shows projected RCEs and compares the current assumptions to those made for the 2015 sewer rate process. The current outlook is more positive, based in part on the jump in RCEs in 2013 and 2014. Nonetheless, WTD continues to use conservative projections for future RCE growth for rate and budget development.



[bookmark: _Toc413767621]Table 5-1. Current Residential Customer Equivalents Forecast
	 
	2014
	2015
	2016
	2017
	2018

	2016 Rate Proposal
	725,844 
	730,925 
	735,310 
	739,722 
	743,421 

	Percent Change between Years
	1.07%
	0.70%
	0.60%
	0.60%
	0.50%

	2015 Sewer Rate
	721,248 
	724,349 
	727,464 
	730,607 
	733,749 

	Percent Change between Years
	0.43%
	0.43%
	0.43%
	0.43%
	0.43%

	Change between 2016 Rate Proposal 
and 2015 Sewer Rate
	4,596 
	6,576 
	7,846 
	9,115 
	9,672 




New sewer connections to the regional wastewater system pay a capacity charge to fund new capacity. New connections to the system tend to reflect the cycles of residential and commercial construction. For example, during the 1998 to 2008 period, the number of new connections averaged 11,200 per year, with a peak of 12,700. Average connections for 2009­2011 dropped to 5,700. Based on the 2016 proposed rate, the current forecast in Table 5-2 shows 11,500 new connections in 2015, and connections will not fully stabilize to a long-term average of 10,000 until 2020.[footnoteRef:2] [2:  Annual connection totals are for the year that new customers connect to the sewer system. WTD also monitors connections by the year that new capacity accounts are created. Connections by year connected are a better indicator of emerging trends.] 


[bookmark: _Toc413767622]Table 5-2. Projected New Sewer Connections by Year of Connection
	 
	2014
	2015
	2016
	2017
	2018

	2016 Rate Proposal 
	11,291 
	11,500 
	11,000 
	11,000 
	10,500 

	2015 Sewer Rate
	9,500 
	10,500 
	11,000 
	11,000 
	11,000 

	Change
	1,791 
	1,000 
	0 
	0 
	(500)




The outlook for new connections has been adjusted slightly from the numbers in the 2015 sewer rate proposal. The forecast for 2015 has been increased from 10,500 to 11,500 connections, and the 2016-2020 period has the peak number of connections coming at the beginning of the period and slowly tapering off to long-run trends. These adjustments reflect an improvement in the region’s construction sector and the positive actual results from 2014.
[bookmark: _Toc319601407][bookmark: _Toc413757960]

6.0	Summary of 2016 Rate Proposal Projections and Assumptions 
Table 6.1 presents a summary of the general assumptions used in developing the 2016 rate proposal, compared to the values underlying the 2015 Adopted Budget. Discussion of the various assumptions is included in the main body in this report. 
[bookmark: _Toc413767625]Table 6-1. WTD Comparison of Forecast Assumptions 
2015 Adopted Budget and 2016 Proposed Rate
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I. Wastewater Spending

Operating Expense (000's)

2016 Proposed Rate Forecast

($124,030) ($135,043) ($141,440) ($146,752) ($151,730) ($157,799) ($164,111) ($170,676)

Adopted 2015 Budget Forecast

($126,834) ($134,997) ($141,394) ($147,050) ($152,932) ($160,164) ($167,291) ($174,574)

   Difference

$2,804 ($46) ($46) $298 $1,202 $2,365 $3,180 $3,898

Capital Expenditures (000's)

2016 Proposed Rate Forecast

($155,427) ($162,533) ($167,238) ($187,100) ($201,576) ($206,074) ($218,250) ($216,750)

Adopted 2015 Budget Forecast

($148,309) ($170,183) ($177,447) ($187,100) ($201,576) ($206,074) ($218,250) ($191,629)

   Difference

($7,118) $7,650 $10,209 $0 $0 $0 $0 ($25,121)

CIP Accomplishment Rate

2016 Proposed Rate Forecast

89% 85% 85% 85% 85% 85% 85% 85%

Adopted 2015 Budget Forecast 85% 85% 85% 85% 85% 85% 85% 85%

II. Customers

Total RCEs 

2016 Proposed Rate Forecast

725,844 730,925 735,310 739,722 743,421 747,510 752,144 756,808

Percent Change

1.07% 0.70% 0.60% 0.60% 0.50% 0.55% 0.62% 0.62%

Adopted 2015 Budget Forecast

721,248 724,349 727,464 730,607 733,748 736,904 741,472 746,069

Percent Change

0.43% 0.43% 0.43% 0.43% 0.43% 0.43% 0.62% 0.62%

   Difference

4,596 6,575 7,846 9,116 9,673 10,606 10,672 10,738

New Connections

2016 Proposed Rate Forecast

11,291 11,500 11,000 11,000 10,500 10,500 10,000 10,000

Adopted 2015 Budget Forecast

9,500 10,500 11,000 11,000 11,000 10,500 10,500 10,000

   Difference

1,791 1,000 0 0 (500) 0 (500) 0

(Table continues on following page.)
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III. Interest Rates

Bond Interest Rate

2016 Proposed Rate Forecast

4.35% 4.50% 5.50% 6.00% 6.00% 6.00% 6.00% 6.00%

Adopted 2015 Budget Forecast

5.75% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00%

   Difference

-1.40% -1.50% -0.50% 0.00% 0.00% 0.00% 0.00% 0.00%

Variable Debt Interest 

Rate

2016 Proposed Rate Forecast

0.66% 1.46% 2.10% 3.18% 3.44% 3.44% 3.44% 3.44%

Adopted 2015 Budget Forecast

1.25% 1.25% 1.50% 2.00% 2.50% 3.00% 3.25% 3.75%

   Difference

-0.59% 0.21% 0.60% 1.18% 0.94% 0.44% 0.19% -0.31%

Investment Interest  Rate

2016 Proposed Rate Forecast

0.51% 0.51% 0.76% 1.06% 1.50% 2.15% 2.66% 3.04%

Adopted 2015 Budget Forecast

0.40% 0.50% 0.60% 1.33% 1.98% 2.57% 3.03% 3.38%

   Difference

0.11% 0.01% 0.16% -0.27% -0.48% -0.42% -0.37% -0.34%

IV. Reserves

Bond & Loan Reserves (000's)

2016 Proposed Rate Forecast

$197,618 $195,065 $194,637 $204,141 $212,330 $223,674 $235,802 $247,513

Adopted 2015 Budget Forecast

$199,082 $202,033 $198,273 $208,231 $219,611 $231,363 $243,625 $253,912

   Difference

($1,464) ($6,969) ($3,636) ($4,090) ($7,281) ($7,689) ($7,823) ($6,400)

Rate Stabilization Reserve (000's)

2016 Proposed Rate Forecast

$34,250 $34,250 $34,100 $32,725 $22,721 $11,361 $0 $0

Adopted 2015 Budget Forecast

$31,500 $24,784 $10,126 $5,063 $0 $0 $0 $0

   Difference

$2,750 $9,466 $23,974 $27,662 $22,721 $11,361 $0 $0

2016 Proposed Rate Forecast

$18,000 $0 $150 $1,375 $10,004 $11,361 $11,361 $0

Adopted 2015 Budget Forecast

$31,500 $6,716 $14,658 $5,063 $5,063 $0 $0 $0

   Difference

($13,500) ($6,716) ($14,508) ($3,688) $4,941 $11,361 $11,361 $0

Rate Stabilization Use (000's)
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