

Metropolitan King County Council
Budget & Fiscal Management Committee

Staff Report

	
Agenda item No:	9
Ordinance No:	2014-0168
                                                                                
	
Date:	May 20, 2014
Prepared by:	Beth Mountsier and Amy Tsai




STAFF REPORT

SUBJECT:  

AN ORDINANCE setting the sewer rate and capacity charge for 2015.

SUMMARY:  

King County's sewer rates are set for the following year by June 30 of each year.  Proposed Ordinance 2014-0168 would:

· Set the 2015 monthly sewer rate at $42.03 per residential customer equivalent (RCE) per month, which is an increase of 5.6 percent over the 2014 sewer rate.  The 2014 rate is the same rate as 2013[footnoteRef:1].    [1:  In 2013 the rate was raised 10.4% or a $3.69 increase over the 2012 rate of $36.10.] 

· Set the monthly capacity charge for new connections to the regional system occurring in 2015 at $57.00, which is a 3.0 percent increase over the 2014 rate of $55.35.

BACKGROUND:

Wastewater Services Contracts

King County provides wastewater treatment services for 17 municipalities and 17 sewer districts (including the Muckleshoot Tribe) in King County, southern Snohomish County and the northern tip of Pierce County.  The municipalities constitute approximately three-fourths of the county’s ratepayer base and the sewer districts constitute roughly one fourth of the ratepayer base.  

The County does not provide wastewater services directly to residential or business customers. Rather, the County has a contractual relationship with cities and utility districts to collect wastewater from them in large interceptor lines, and convey the wastewater to County treatment plants for treatment and discharge.  The sewerage service provided by the County’s Wastewater Treatment Division (WTD) includes construction, operation and maintenance of main trunk and interceptor sewers, pumping stations, and treatment plants.  The wastewater treatment services protect water quality and prevent water and broader environmental pollution.  

There are two main sewer charges to customers:  a monthly sewer fee and a capacity charge for new connections to the system. The monthly sewer rate collected by the County goes towards all WTD expenses, including operating costs, debt service, and capital expenses.  The capacity charge goes towards capital improvements required to provide capacity for new customers.

The County charges the monthly sewer rate to the contracted city and sewer district agencies, which in turn bill the customers to whom they provide sewage collection services.  Many residents see these charges on their sewer bills, but they are not paying the County directly.  Their utility providers, as direct service providers, set their own rates to recoup the payments to the County for wastewater treatment plus their own “local” cost of service.  Unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.  

The contracts with city and sewer district agencies specify that the sewer rate be in place by June 30th of each year.  

Monthly Sewer Rate

The monthly sewer rate for both residential and commercial customers is calculated on the basis of Residential Customer Equivalents (RCEs).  One RCE (750 cubic feet of wastewater) represents the average amount of wastewater a single family residence would generate in a month and is codified as one RCE.  Commercial and industrial customers are charged based on the amount of wastewater generated, converted into RCEs.  

The Executive's proposal would raise the monthly sewer rate charge to $42.03 per RCE per month.  Historical sewer rates are provided in the following table, along with the Executive’s latest projections through 2020 (based on maintaining a rate of $42.03 in 2016 and raising the capacity charge to $57.00 in 2015).



Table 1. Sewer Rates (1996-2014 Actual; 2015-2020 Projected)
	
Year
	Rate
 ($/RCE/ Month)
	% 
Increase

	1996 - 1999
	$19.10
	

	2000
	19.50
	2.1%

	2001
	19.75
	1.3%

	2002 - 2004
	23.40
	18.5%

	2005 - 2006
	25.60
	9.4%

	2007 - 2008
	27.95
	9.2%

	2009 - 2010
	31.90
	14.1%

	2011 - 2012
	36.10
	13.2%

	2013-2014
	39.79
	10.4%

	2015
	42.03
	5.6%

	2016
	42.03
	0%

	2017
	44.75
	6.5%

	2018
	45.57
	1.8%

	2019
	46.47
	2.0%

	2020
	47.36
	1.9%



In 2013 the sewer rate was raised to $39.79; approximately a 10.4 percent increase over the 2011-12 rate, and was maintained at the same rate in 2014.  With this year’s rate proposal, the out-year rate projections are slightly higher than had been forecast when the 2014 rate was adopted last year due to additional operational and capital investments recommended by the Executive and Council in the 2014 Wastewater Treatment Division budget and this year’s recommendation to restore water quality project funding.  Additional information regarding the changes, projections and use of the rate stabilization fund are discussed below.

Much of the sewer rate (55%) goes towards debt service payments. About a quarter of the rate (23%) goes towards operating expenses (everything from labor costs to operational costs at the treatment plants and conveyance facilities).  The remainder (8%) pays for overhead charges from county agencies and other interdepartmental services, including water quality testing and direct capital payments (14%)[footnoteRef:2].  Direct capital payments is increased  almost 5% over previous years because in 2013 WTD completed the payoff of an interfund loan that was arranged to pay off short-term/variable rate debt when it was extremely volatile during the economic downturn. [2:  Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) and the Executive are recommending that WTD increase the amount of direct capital payments (also known as ‘pay-as-you-go’) to pay for capital projects.] 


Capacity Charge

New connections to the regional wastewater system are assessed a capacity charge designed to pay for capital improvements required to provide capacity for these new customers.  This is in accordance with the adopted policy of “growth pays for growth” (K.C.C. 28.86.160 FP-15 and Ordinance 14219).  New connection customers are locked into the capacity charge rate that is in effect at the time they connect to the system and begin to be assessed the charge by the county.  The capacity charge is payable over a fifteen year period, or it can be paid in a lump sum (up front or at any time).  

The executive’s proposed capacity charge of $57.00 is an increase of 3.0 percent, or $1.65 over the 2014 capacity charge of $55.35.  The capacity charge as proposed for 2015 at $57.00 would amount to $10,260 if paid monthly for the full term of 15 years.  An up-front payment, discounted at approximately 3.3 percent[footnoteRef:3] compounded over the 15 years, would amount to a reduced payment of $8,133 in 2015, if the total amount were paid as a lump sum. [3:  This discounted rate for 2015 is based on a newly codified (Ordinance 17604) means of indexing the rate (in December each year) to reflect fifteen-year mortgage and ten- and twenty-year investment rates.] 


A history of the capacity charge along with projections through 2020 is below:

Table 2. Capacity Charge (1996 – 2014 Actual; 2015-2020 Projected)
	

Year
	Rate/Month/RCE
15-yr. duration
	% Increase

	1996 - 1997
	$7.00
	

	1998 - 2001
	10.50
	50.0%

	2002
	17.20
	63.8%

	2003
	17.60
	2.3%

	2004
	18.00
	2.3%

	2005 - 2006
	34.05
	89.2%

	2007
	42.00
	23.3%

	2008
	46.25
	10.1%

	2009
	47.64
	3.0%

	2010
	49.07
	3.0%

	2011
	50.45
	2.8%

	2012
	51.95
	3.0%

	2013
	53.50
	3.0%

	2014
	55.35
	3.5%

	2015
	57.00
	3.0%

	2016
	58.72
	3.0%

	2017
	60.48
	3.0%

	2018
	62.30
	3.0%

	2019
	64.17
	3.0%

	2020
	66.09
	3.0%



The sharp increase in 2005-2006 was due to a Regional Wastewater Services Plan (RWSP) update, with new cost estimates for all components of the RWSP, including Brightwater.

The capacity charge is based on long-term projections (of customers and anticipated debt burdens for capacity projects through the year 2030) and therefore tends to be stable over time.  The projections are updated every three years per policy.  2014 was an update year.  In the off years, the charge is increased by 3 percent to reflect the standard inflationary and cost estimate increases.  The three year update is intended to ‘true up’ those assumptions based on the most current information on cost estimates, cost actuals for projects, RCE projections, etc.  Last year’s 3.5 percent increase largely reflected small changes in the timing of RWSP capacity projects and the effects of the Great Recession on forecasts.

The capacity charge is calculated using methodology laid out in Wastewater Financial Policy 15 (FP-15), K.C.C. 28.86.160.  The Regional Water Quality Committee (RWQC) is currently reviewing the capacity charge methodology and procedures based on work conducted in previous years by its chartered Financial Policies Work Group.  Though the capacity charge review occurs every three years, should the RWQC and Council act to amend the financial policies regarding the capacity charge, those changes would be expected to be reflected in the capacity charge calculation for the following year (i.e., not postponed to the three year update).   

ANALYSIS:

The $42.03 proposed monthly sewer rate raises the rate by $2.24 over the 2013-14 sewer rate.  The following is a summary of the components or factors related to revenues and expenses that are changing relative to the 2014 rate. 

Table 3.  Changes from 2014 Adopted Rate to 2015 Proposed Rate 
	Components of Change
	Change
	Rate

	2014 Adopted Rate
	
	$39.79 

	Revenues and Customer Charges
	
	

	Investment Income (lower accomplishment rate)
	($0.06)
	

	Other income (including septage, etc.)
	($0.07)
	

	Increased RCEs
	($0.56)
	

	Capacity Charge growth (pre-payments and rate increase)
	($0.78)
	

	Sub-total
	($1.47)
	($1.47)

	Use of Rate Stabilization Reserve
	$1.05
	$1.05

	                      2014 Reserve Use  = $24.8 million
	
	

	   2015/16 Average Reserve Use  = $15.8 million
	
	

	Operating Expenses
	$1.19
	$1.19

	Capital Program and Debt Service
	
	

	Increased Parity Debt Service
	$0.52
	

	Increased SRF & Variable Debt Service
	$.0.95
	

	Sub-total
	$1.47
	$1.47

	Total Rate Increase
	
	        $2.24

	2015 Proposed Rate
	
	$42.03 



 
A summary of the main factors affecting the 2015 sewer rate compared to 2014 are: 


· RCE Forecasts – ($0.56)
RCE projections for the proposed sewer rate remain conservative reflecting uncertainty when current and projected construction projects will be completed.  Although, based on strong residential unit projections as the region continues to rebound from the Great Recession, the Executive has adjusted the outlook for new connections significantly upward compared to last year’s projections.  The forecast for 2015 has increased by over 5,000 RCEs and the 2016 forecast has increased by almost 6,000 RCEs compared to the 2014 adopted budget.  

[bookmark: _Toc382895472]Table 4.   Current Residential Customer Equivalents Forecast
	
	2013
	2014
	2015
	2016
	2017

	2015 Rate Proposal
	718,160
	721,248
	724,349
	727,464
	730,607

	Percent Change Between Years
	1.31%
	0.43%
	0.43%
	0.43%
	0.43%

	2014 Adopted Budget
	713,724
	715,866
	718,514
	721,604
	724,721

	Percent Change Between Years
	0.68%
	0.30%
	0.37%
	0.43%
	0.43%

	Change from  2014 Adopted Budget Forecast
	4,436
	5,382
	5,835
	5,860
	5,886



Figure 1. Wastewater Treatment Division Wholesale Total Residential Customer Equivalents (RCEs)
[image: ]

· Capacity Charge – ($0.78)
Between new connections, more lump sum payments of the connection charge and the proposed capacity charge rate for 2015; the net effect is a benefit to the 2015 rate of approximately 78 cents.   Stronger than anticipated new construction growth is pushing up the projections for new connections and lump sum payments on the capacity charge are also continuing to exceed the conservative projections in prior financial plans.
[bookmark: _Ref321824408][bookmark: _Toc321905032]
Table. 5   Projected New Sewer Connections by Year of Connection
	
	2013
	2014
	2015
	2016
	2017

	2015 Rate Proposal 
	7,224
	9,500
	10,500
	11,000
	11,000

	2014 Adopted Budget
	7,500
	9,000
	10,500
	11,000
	11,250

	Change
	(276)
	500
	0
	0
	(250)



· Rate Stabilization Reserve - $1.05
Rate stabilization is a way of reserving operating revenues for use in subsequent years to help smooth out (or offset) rate increases that would otherwise fluctuate more with the ups and downs in the revenues and expenses that occur.  The planned draw-down of the rate stabilization reserve offsets/reduces what would otherwise be a greater increase in the sewer rate.  

In the last two years the rate stabilization reserve accumulated a higher balance than what had been anticipated in earlier financial plans.  This difference reflected debt refunding and positive overall financial results of other factors. However, adjustments to WTD’s 2014 operating budget resulted in a greater draw down of the stabilization reserve.   To maintain a steady rate for 2015 and 2016 the Executive proposes to draw down $11.9 million in 2015 and $19.6 million in 2016 with an assumption that the  reserve balance will be zero entering 2017.  Utilizing the Rate Stabilization Reserve in this manner requires 
$1.05 of the proposed rate increase.    

It should be noted that the Executive, when considering a rate proposal this year, calculated that there are sufficient funds currently in the Rate Stabilization Reserve to allow a continuation of the sewer rate at $39.79 in 2015.  But all of the reserves would need to be drawn down and the sewer rate in 2016–2017 would therefore be higher.

Table 6. Amount of Rate Stabilization Reserve and Use (2012 – 2016)
	
	2012
	2013
	2014
	2015
	2016

	Rate Stabilization Reserve (millions)

	2014 proposed -  beginning balance 
	$76,5
	$62.6
	$46.4
	$24.2
	$10.3

	2015 proposed – 
beginning balance
	
	$62.6
	$52.3
	$31.5
	$19.6

	Difference 
	            - 
	            - 
	            $5.9 
	            $7.3 
	                $9.3  

	Rate Stabilization Additions and Use (millions)

	Additions
	---
	---
	---
	---
	---

	Reductions (drawdown)
	$13.9
	$10.4
	$20.8
	$11.9
	$19.6

	Ending balance
	$62.6
	$52.3
	$31.5
	$19.6
	_---_


Although the amount of the draw-down is built into the Executive's rate projections, how much to draw down each year is a policy decision.  

Continued use of rate stabilization in 2017 and beyond will be re-evaluated as projected sewer rate increases are relatively small for that time period. Utilization of rate reserves could be used to maintain stable rates for multiple years (i.e. possibly at three year vs. two year rate).   During the 2017 to 2020 period, sewer rates are projected to increase annually by 3 percent or less.  

· WTD Operating Costs - $1.19
Operating expenses for 2015 are projected to be $135.0 million, a 6.5 percent increase over the 2014 adopted budget[footnoteRef:4]. This increase is attributed to general inflation; implementation of “Our Waters” Program (1.5 percent of 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 (FTEs) needed to support the Combined Sewer Overflow (CSO) Program, which has a $0.04 impact on the rate; continuation of the Carbon and Energy Investment Program, which has generated ongoing operating efficiencies since being implemented earlier this year; and completion of a Resiliency and Recovery Program review (briefly described in the capital program analysis). [4:  Operating expenses for 2013 were $117 million, $3.2 million less than budgeted in 2013. Major factors resulting in this under expenditure were 1) lower than expected use of electricity for pumping and odor control chemicals due to lower than average rainfall from 2012 to 2013; 2) higher than projected FTE vacancies in the first three quarters of the year; and 3) the use of reclaimed water for non-potable purposes at Brightwater.

For 2014, operating expenses are projected to total $126.8 million. The increase from 2013 will cover additional water quality monitoring activities, implementation of a succession plan for WTD’s workforce, chemical price increases, and maintenance and work order system upgrades at all treatment plants. Vacancy levels and flow projections are currently closer to typical levels so the under-expenditure experienced in 2013 is unlikely to continue.] 


In 2016, operating expenses are projected to be $141.4 million, an increase of $6.4 million or 4.7 percent over the 2015 projection.  This increase is attributed to general inflation; projected electricity and local hazardous waste fee increases; and initial contributions to fund replacing the membranes at Brightwater when the existing warranties expire in mid-2016.

As noted, the Executive will be requesting four additional operations staff.  The proposed new staff include a mechanic, electrician, utility worker and instrument technician.   They will support the four CSO beach projects, in addition to Ballard Siphon Replacement project, and Brandon St/Michigan and Hanford at Rainier CSO projects.  Only four other operations staff have been added in the last decade, and were all revenue backed positions.  Otherwise the division has managed to control costs and continue to implement staffing efficiencies while opening, operating and maintaining three new additional treatment plants. 

The Council also added water quality monitoring activities to the 2014 operating budget that will continue forward in coming years.  These were unanticipated costs when the 2014 rate was adopted.

Although operating costs are increasing, the Executive reports that other ‘cost containment’ activities are resulting in efficiencies.  Noted in the background report supporting the rate proposal is a table (below) of current and anticipated rate reduction measures that reduce or have a stabilizing effect on the rate.  As part of 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 WTD does business. Using this and other tools, WTD has developed efficiency proposals for implementation in 2014 and 2015.

[bookmark: _Toc382895468]Table 7. Current and Future Rate Reduction Measures

	2014 Budget Reductions
	

	Reduced legal fees, more efficient equipment such as agitation blowers, operational efficiencies)
	$350,000

	2014 Initiatives for Efficiency and Estimated Impact:
	

	Employee-initiated through Bright Ideas Program
	$430,000

	Carbon and Energy Fund efficiencies
	$45,000

	
	$475,000

	2015 Revenue Enhancements
	

	Revenue from cogeneration of electricity, meter   maintenance with SPU, septage fee collections, etc.
	$2,200,000

	2015 Continued Carbon and Energy Fund Savings
	$280,000

	
	

	Estimated Annual Rate Reduction Measures
	$3,305,000

	
	

	Future Energy Program operational savings from capital investments over time (six-year estimate)
	$810,000



WTD Capital Projects

The table below shows the differences in WTD's proposed Capital Spending Plan compared to the capital spending projections made last year. The WTD budget does not include any cost impact from the Brightwater litigation (neither the amount claimed by King County nor the amount cross-claimed against King County).  Although the initial rulings on the case have been favorable to King County, appeals are still pending.



Table 8. WTD Capital Spending Plan (2013-2019) in $Millions
	Brightwater
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	2014 Adopted
	$45.0
	$2.8
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0

	2015 Rate Request
	$25.8
	$6.5
	$2.7
	
	
	
	

	Difference
	($19.2)
	$3.7
	$2.7
	
	
	
	

	Non-Brightwater
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	2014 Adopted
	$162.9
	$171.6
	$199.4
	$206.4
	$205.8
	$207.8
	$206.3

	2015 Rate Request
	$137.7
	$168.0
	$197.6
	$208.8
	$220.1
	$237.1
	$242.4

	Difference
	($25.1)
	($3.7)
	($1.9)
	$2.4
	$14.4
	$29.4
	$36.2

	Total CIP
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	2014 Adopted
	$207.9 
	$174.4 
	$199.4 
	$206.4 
	$205.8 
	$207.8 
	$206.3 

	2015 Rate Request
	$163.5 
	$174.5 
	$200.3 
	$208.8 
	$220.1 
	$237.1 
	$242.4 

	Difference
	($44.4)
	$0.1 
	$0.9 
	$2.4 
	$14.3 
	$29.3 
	$36.1 



With the Brightwater Project essentially completed, WTD has returned to normalized capital budgets and borrowing on an annual basis.  Projects that could be safely deferred during construction of Brightwater were delayed.  As can be seen in Table 8 above, while the capital spending plan for Brightwater is less than previously projected, planned capital spending for non-Brightwater projects increases in the out years greater than previously projected.  Careful evaluation, prioritization and timing of these projects is necessary to balance impacts to the rate with the need to ensure the wastewater system and facilities are meeting regulatory standards, capacity projections and being maintained through prudent asset management investments.  Staff analysis continues on the capital needs driving the rate request.

WTD's Capital Project Prioritization Process
WTD employs a prioritization scoring process for all active projects each year until they reach the Implementation Phase (e.g., when a construction contract is signed).  The purpose of the process is to allocate resources to the most needed projects in alignment with WTD's goals and objectives.  

Capital projects are prioritized within three major categories:  1) major capital projects which include addressing regional capacity needs, 2) asset management to reduce service disruption and impacts from asset failure, and 3) planning for regional service needs.  

For each of the three categories of capital projects, first the Project Manager completes a project information sheet.  Then a six-member scoring panel reviews the information and each member assigns a score to each project.  The Project Management system generates project rankings based on the scores, for each project type (major capital, asset management, planning).  Finally, the WTD Management team reviews the results in combination with cash flow, life to date budget performance, and other factors to develop WTD's proposed 6-year capital budget.   The project list and prioritization is also reviewed with the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) for feedback.
Staffing
In addition to the four new operating FTEs mentioned above, WTD has included 11 new capital staff primarily to implement the CSO Program. These staff are considered necessary to complete the 13 new CSO projects in the Capital Improvement Program (CIP) and include staff for project and construction management, engineers, and consultant contract oversight. The additional capital FTEs will not impact the cost to ratepayers as these costs have already been incorporated into the estimated capital costs for the CSO projects.

Major Capital Projects Incorporated into the 2015 Rate
As reported by the Executive, key projects that are underway or proposed to be added through the 2015 budget process that represent a significant portion of the six year capital planning horizon include the following key projects in the capital program (total project cost listed):

· CSO Projects at Murray, Magnolia, Barton, and North Beach ($147 million) The four CSO beach projects are currently on schedule. Construction for the projects has started, and substantial completion is expected by 2015. 

· Michigan/Brandon CSO Control ($177.1 million) The project consists of building the Georgetown Wet Weather Treatment Facility, 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 ($57.9 million) The project will fund 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 completion at the end of 2017.

· West Point Influent and Effluent Pump Station Variable Frequency Drive (VFD) and Dewatering Equipment Replacement ($35.7 million) The scope of work includes replacing existing dewatering centrifuges with new, more efficient centrifuge technology, and replacing the biosolids handling conveyors that have reached the end of their useful life. The current schedule for completion is 2020. 

· CSO Control Hanford at Rainier and Bayview North ($34 million) This project consists of building the Rainier Valley Wet Weather Storage 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 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.
New project requests for 2015 address issues of disaster preparedness and recovery, asset management and capacity expansion.  In addition, WTD is implementing a Resiliency and Recovery Program which has three general components: 1) complete a susceptibility review of WTD facilities throughout the treatment and conveyance system with respect to their vulnerability to damage in the event of a disaster and the extent of such damage; 2) modifications to existing facilities to either increase their resistance to damage or to allow rapid recovery from such damage; and 3) development of other capital facilities that could mitigate damage or facilitate recovery.

For 2015, WTD is including two capital projects that require immediate action as part of the Resiliency and Recovery Program: 1) Interbay Pump Station Forcemain Repair to continue operating efficiently to improve structural stability, and 2) West Point Primary Tanks Resiliency and Sustainability Program.

Other new capital projects are:

· South Treatment Plant Biogas and Heat Systems Improvements ($25 million) This project will fund the replacement of the existing gas scrubbing system that has reached the end of its service life (installed in 1987) with a new gas scrubbing system and upgrade the current plant heating systems to meet year-round plant heat demand.

· Hydrogen Sulfide (H2S) Corrosion Rehab Program 2017- 2021 ($26 million) This project funds continued rehabilitation of gravity sewers for H2S corrosion throughout the WTD conveyance system. There is approximately 30,000 linear feet of conveyance pipeline in the WTD system that requires H2S corrosion rehabilitation.

· Kent/Auburn Interceptor Phase B ($27.3 million) This project includes the design and construction of Phase B: to increase capacity and handle the 20-year peak flow through the 2050 of the Kent/Auburn Conveyance System in the Green River South Planning Area. 

The Council will have an opportunity to review the Executive's proposed WTD capital projects as part of the 2015 budget process this fall.  Until then, WTD continues to work on capital projects in accordance with the adopted 2014 budget. 

Projected Sewer Rates 
As discussed at the May 6 briefing on PO 2014-0168, the long-term projections for the sewer rate are moderated by increasing revenues from the capacity charge.  

Figure 2 below shows the costs related ‘growth customers’ connecting to the system between 2003 and 2030 (operating costs and debt for capacity-related capital projects) and the revenues from the same ‘growth customers’ reflecting the proceeds from the capacity charge and sewer rates for those customers.  As illustrated, the revenues exceed the costs.   These additional revenues from the growth customers will in essence ‘pay back’ the current sewer rate payers – and provide a moderating influence on future sewer rates.
Figure 2. Revenues and Costs Moderating Future Sewer Rates
[image: ]


As a result, increases in the sewer rate are expected to be minimal, averaging less that 3% increase per year between 2018 and 2030, as shown in Figure 3 above.  The percentage of increase only climbs slightly higher more than a decade from now during the initial period of borrowing for and construction of the last (and one of the more expensive) combined sewer overflow (CSO) control projects.  Future RCE growth, if more robust than the current, fairly conservative projections of growth, will also have an additional moderating effect on future sewer rates.

Increases in the sewer rate in the previous decade were directly related to the borrowing to finance the construction of the Brightwater project.  At the same time, unfortunately, the recession seriously affected RCE growth which exacerbated upward  pressure on the rate.   There are no similar projects, on the order of Brightwater, on the horizon.

Metropolitan Water Pollution Abatement Advisory Committee Comments
The Metropolitan Water Pollution Abatement Advisory Committee, or MWPAAC, advises the King County Council and Executive on matters related to water pollution abatement. It was created by state law (RCW 35.58.210) and consists of representatives from cities and local sewer utilities that operate sewer systems with in King County. Most of these cities and sewer utilities deliver their sewage to King County for treatment and disposal.

MWPAAC recently transmitted a comment letter to the Executive related to the proposed 2015 rate (Attachment 5) and a letter to the Council (Attachment 6).  MWPAAC acknowledges the accomplishments of WTD in cost containment and productivity, but expresses concern, similar to last year, about debt management.  To address this, MWPAAC has agreed to engage in a review of WTD’s long-term debt and capital funding strategy that will provide MWPAAC with the opportunity to comment on future capital funding strategies and debt levels.

As noted above, debt service is a significant component of the sewer rate.  Below are two figures showing 1) debt service for 2008-2013 long-term bonds in millions of dollars, and 2) a debt profile of retiring and new debt that is anticipated through 2030[footnoteRef:5].    [5:  This chart will be updated later this year to reflect debt issuances in the last year.] 


As noted already, direct capital transfers/expenditures increase starting in 2014 after the interfund loan was retired in 2013.  In addition, capacity charge income is growing in comparison to what is owed on debt for capacity projects – meaning more of that income will be available for the operating budget and/or direct capital expenditures.  No debt issuance is expected in 2014.   

Supporting materials for the 2015 rate proposal note that another element of cost containment and strategic debt financing has been WTD’s aggressive pursuit of low-cost financing for capital projects resulting in some capital projects being funded by grants or low-interest loans through the years.  Collectively, these funds are referred to as alternative financing.  Historically, WTD has received nearly $130 million in Washington State Revolving Fund and Public Works Trust Fund loans saving nearly $150 million over the life of the loans compared to conventional financing.

Figure 4.  Cumulative Debt Service Associated with Long-term Bonds 
Issued 2008 through 2013 (in millions of $)
[image: ]

Figure 5.  WTD Debt Forecast through 2030

[image: ]


Regional Water Quality Committee Briefing
The Regional Water Quality Committee was briefed on the proposed 2015 sewer rate and capacity charge on May 7th.    The committee had limited questions regarding the proposed legislation and no specific comments or recommendations to the Council.  

Timing
The wastewater contracts specify that the sewer rate be in place by June 30 of each year.  The last date for Council action at a regularly scheduled council meeting is June 16, 2014.  The last scheduled BFM committee meeting before that date would be June 3.   A hearing on PO 2014-0168 is scheduled for the Council on June 2, 2014.

REASONABLENESS:

Proposed Ordinance 2014-0168 would raise sewer rates from $39.79 to $42.03 (5.6% increase) and increase the capacity charge from $55.35 to $57.00 (3.0% increase).  Operating and capital costs of delivering King County's regional wastewater treatment and conveyance system appear reasonable. Adopting the rate as proposed appears to be a reasonable and prudent financial and business decision.  
INVITED:
· Pam Elardo, Director, Wastewater Treatment Division, DNRP
· Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, DNRP
· Tom Lienesch, Economist, Wastewater Treatment Division, DNRP
· Dwight Dively, Director, Performance, Strategy and Budget 

ATTACHMENTS:
1. Proposed Ordinance 2014-0168 (with Attachment)
A.  WTD Financial Plan for the 2015 Proposed Sewer Rate
2. Fiscal Note
3. Executive’s Transmittal Letter 
4. King County Executive 2015 Monthly Sewer Rate and Capacity Charge Proposal, dated March 20, 2014
5. MWPAAC Comment Letter to the Executive, dated March 28, 2014
6. MWPAAC Comment Letter to King County Council, dated May 1, 2014
Figure 3.  Historical and Projected Percent Change in Monthly Sewer Rate 

RATE	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	2026	2027	2028	2029	2030	9.4017094017094127E-2	0	9.1796875E-2	0	0.14132379248658311	0	0.13166144200626961	0	0.10221606648199444	0	5.6295551646142306E-2	0	6.4660496408815105E-2	1.82675074268972E-2	1.9909632956092382E-2	1.9061381252825305E-2	2.45522889213039E-2	2.4464884698283118E-2	3.413632566640068E-2	3.4954446429370511E-2	2.7263080002982942E-2	2.5467127679890567E-2	4.4495194657287573E-2	3.514119140832217E-2	2.6843053919353821E-2	1.4982121167012918E-2	Percent Change
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