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[bookmark: _Toc165042643]Rate Methodology
The solid waste rate model seeks to balance expenditures and reserve requirements with anticipated revenues. The ending fund balance can be carried over from prior years to smooth out demands on revenues from one biennium to the next.[endnoteRef:1] Descriptions of each of the major components of the rate model are provided below. [1: A fund is a financial accounting unit used to control and monitor the planned use of resources, usually with a specific scope and often in compliance with legal and administrative requirements. Ending fund balance, or fund balance, refers to the amount of money left in a fund at the end of an operating period. In this document, it refers to a calendar year or biennium.] 


[bookmark: A._Expenditures]Expenditures

Expenditures – funds the Solid Waste Division (SWD) spends to provide public services – are divided into three major categories: operating expenditure, capital expenditures, and fund transfers. 
[bookmark: Operating_Expenses]Operating Expenses 
Projected spending levels for existing operations are calculated by reviewing the current adopted biennial budget and actual spending levels for the biennium. As part of the rate development process, SWD identifies the need for new or additional services across each section of the division. Once new programs or bodies of work to meet County goals are identified, they are evaluated and prioritized based on whether they meet a regulatory mandate, their cost, and environmental and social justice impacts.

[bookmark: Capital_Expenditures,_Landfill_Reserve_F]Capital Expenditures

Solid waste capital projects and post-closure obligations at the landfill are funded through direct cash transfers to capital funds or by using bond funding to raise revenue. The Department of Natural Resources and Parks (DNRP) has three capital funds: the solid waste capital improvement fund (CIP), the solid waste capital equipment replacement program fund (CERP), and the landfill reserve fund (LRF).

[bookmark: Construction_Fund_Transfer]Construction Fund Transfer
Funding is transferred from the operating fund to the construction fund to pay for small capital projects when bond financing is not the appropriate funding instrument. The transfer amount is evaluated by DNRP during each rate-setting process.

[bookmark: CERP_Fund_Transfer]CERP Fund Transfer
DNRP develops an annual spending plan, the CERP, to address solid waste equipment replacement needs over the rate-setting period and the two subsequent biennia. The transfer rate is calculated to provide the necessary funding for the planned spending above the required reserve amount.

[bookmark: LRF_Transfer]LRF Transfer
The LRF transfer amount is calculated on a per-ton basis. Key variables include the tonnage forecast, the estimated date that Cedar Hills Regional Landfill (CHRLF) reaches capacity, and the projected cost for post-closure activities. Traditionally, new landfill development and closure projects were cash-funded from the LRF. Given the desire to keep rates low and the projected cost of planned development of Area 9, it became apparent that debt-financing these projects (instead of cash financing them) would provide significant relief to rate payers.[endnoteRef:2] King County Code 4A.200.390, which governs the LRF, was updated in 2020 to explicitly allow bond proceeds to fund these projects. [2:  While cash funding projects is less expensive overall due to no interest cost, debt financing spreads those costs over time, so the rate does not have to increase sharply for a few years to cash-fund expensive projects like transfer stations or new landfill cells. By employing bond financing in place of cash financing (where permitted), rates are kept lower in the near term.] 


[bookmark: Debt_Service]Debt Service
DNRP annually reviews its CIP to update planned spending on existing projects and decide what other projects are needed. The cash flows are then multiplied by an accomplishment rate, and these amounts are used to project the needed bond issuances to estimate the cost of debt service over the next six years.[endnoteRef:3] The projected amount of new debt service is added to the scheduled debt service to arrive at an estimated expenditure in the rate model. [3:  The capital accomplishment rate is how much of the forecasted project cost was spent in a given year. For example, if one forecasts spending $100 million in a year but only spends $85 million, the accomplishment rate for that project for that year is 85 percent. Assuming an accomplishment rate below 100 percent means the rate model will forecast that less debt will need to be issued (in this example, 15 percent less), the resulting debt service payments—and, by extension, the rate—will be lower.] 


[bookmark: Reserve_Requirements]Reserve Requirements

DNRP has three financial reserves: the Rainy Day Reserve, the Recession Reserve, and the Rate Stabilization Reserve.
[bookmark: Rainy_Day_Reserve]Rainy Day Reserve
King County Comprehensive Financial Management Policies require that operating funds include a Rainy Day Reserve sufficient to cover operating expenditures for up to 60 days but no less than 30 days.[endnoteRef:4] The department has set this reserve amount equal to 30 days of operating expenditures. [4:  Financial Management Polices ] 

[bookmark: Recession_Reserve]Recession Reserve
[bookmark: Rate_Stabilization_Reserve]In case of a recession, this reserve provides a buffer for the rate to protect the rate payers from the financial impacts of falling tonnage so that customers are not faced with major rate increases during a recession. It is set at five percent of annual disposal revenue. In years with a recession, this fund is intended to be drawn down by no more than 50 percent per year. After the recession has ended, the fund is gradually refilled over a five-year period.[endnoteRef:5]  [5:  Per King County Comprehensive Management Policies] 

Rate Stabilization Reserve
The Rate Stabilization Reserve allows for ending fund balances to be carried over between budget periods, which, when utilized, can help smooth revenue demands over time. This creates a more predictable path for rate payers. For example, when a department spends less than it collects in a given year, it can carry that savings over into future years through the Rate Stabilization Reserve. This reserve can be used to cover costs in future years and reduce the impact of cost increases in future years, helping to keep rates from spiking from one year to the next.

[bookmark: Revenues]Revenues

Typically, about 90 percent of the solid waste program’s revenue has come from a combination of disposal fees and the fixed annual charge (FAC). Other sources of revenue include the sale of gas collected at the CHRLF; rental income from real property owned by the department; a fee from construction and demolition waste collected at third-party recycling facilities; and the commodity value of recyclables collected at the stations. DNRP also receives reimbursement income from the Hazardous Waste Management Program in exchange for providing household hazardous waste collection services. Miscellaneous sources of revenue include various grants, interest earnings, and other small-dollar sources.
[bookmark: Disposal_and_Recycling_Fees]Disposal and Recycling Fees
Disposal and recycling fees are collected on a per-ton and per-item basis, depending on the material. The projected revenues for these sources are calculated using the tonnage forecast. The rate model is used to determine the revenue requirement and fee schedule needed to balance the expenditure and reserve requirements once all other revenue sources are incorporated into the model.

[bookmark: Per-Ton_Fees]Per-Ton Fees
· Commercial Fee. The per-ton fee charged to customers disposing of municipal solid waste (MSW) at transfer facilities and to curbside collection vehicles at the CHRLF. Until 2024, the basic fee was charged to both commercial and self-haul customers. However, since the 2024 implementation of the rate restructure and its FAC, the basic fee was split into the commercial tipping fee and the self-haul fee. 
· Fixed Annual Charge (FAC). Beginning in 2024, the fee charged to each of the primary curbside collection haulers based on the share of total tons brought in from each of their service areas. The FAC is based on the share of the cost of non-disposal activities allocated to the commercial solid waste hauler customer class.
· Self-Haul Fee. The per-ton fee charged to customers disposing of MSW at transfer facilities. The minimum fee that a customer would pay is equivalent to 320 pounds. Until 2024, the basic fee was charged to both commercial and self-haul customers. However, in 2024, upon the implementation of the rate restructure and its FAC, the basic fee was split into the commercial tipping fee and the self-haul fee. Since the FAC is not collected from self-haul customers, the self-haul tipping fee is higher than the commercial tipping fee.
· Regional Direct Fee. A discounted fee charged to commercial collection companies that haul solid waste to CHRLF in transfer trailers from their own transfer stations and processing facilities, thus bypassing County transfer stations. This fee is set at 85 percent of the self-haul rate.[endnoteRef:6]  [6:  The new rate restructure for commercial revenues creates a challenge when comparing pre-restructure rates to the new format. To do so, the restructured commercial fee and the FAC can be combined to create a rate value called the composite commercial rate (CCR), which can then be compared directly with the pre-restructure basic fee. The CCR is used solely to facilitate equal comparisons between pre-restructure rates with rates under the new structure; it is not for billing customers.] 

· Special Waste Fee. The fee charged for certain materials that require special handling, record keeping, or both, such as asbestos-containing materials and contaminated soil. This fee is set at 120 percent of the self-haul rate.
· Yard Waste and Clean Wood Waste. A fee for separated yard waste and clean wood delivered to facilities that have separate collection areas for these materials.

[bookmark: Per-Item_Fees]Per-Item Fees
· CFC Appliances. Appliances with CFCs, such as refrigerators, are charged on a per-item basis.
· Mattresses. Mattresses, box springs, and other mattress-like items are charged on a per-item basis.
· Unsecured Loads. Customers that arrive at the division’s stations with unsecured loads are charged a fee.




[bookmark: Cleanup_LIFT]Cleanup LIFT
For self-haul customers, the County offers a discount for low-income individuals on their transactions if they can provide an ORCA LIFT, Electronic Benefits Transfer card (often referred to as an EBT card), or Medicaid card.

[bookmark: Other_Revenue]Other Revenue

[bookmark: Sale_of_Landfill_Natural_Gas]Sale of Landfill Natural Gas
Methane, which is a natural byproduct of the decomposition of waste, is captured at CHRLF and converted to pipeline-quality natural gas at the Cedar Hills Renewable Gas to Energy (CHRGE) facility located at the landfill. The processed gas has value as both a commodity that can displace the use of conventional fossil fuels and an environmental attribute, which monetizes the environmental benefits of the gas. 

[bookmark: Rental_Income]Rental Income
DNRP receives revenue from a variety of rental properties. The rent from the schedule for each lease is modelled and properties that are near the end of their lease terms are re-evaluated for income potential.

[bookmark: Construction_and_Demolition_Fee]Construction and Demolition (C&D) Fee
DNRP collects a small fee from each ton of construction and demolition (C&D) waste collected at third-party sorting and reclamation facilities. This revenue funds the cost of administering the C&D recycling program.

[bookmark: Moderate_Risk_Waste_Reimbursement_Expens]Moderate-Risk Waste Reimbursement Expense
DNRP receives reimbursement income from the Hazardous Waste Management Program in exchange for providing household hazardous waste collection services.

[bookmark: Recyclable_Materials_Proceeds]Recyclable Materials Proceeds
Recycling materials collected at the transfer stations are sent to materials processing facilities, and DNRP pays for hauling costs and processing. The department then receives the commodity value of the processed material as revenue. After China implemented a policy that effectively banned the importation of recyclable materials, values for many common materials fell precipitously. Thus, the proceeds from the sale of recyclable material are projected to be a declining revenue source for the department.
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