Financial Policies Work Group
Recommendations on Capacity Charge with regard to ‘Affordable’ Housing and Sustainable Buildings/Projects with On-site Wastewater Treatment

I. Recommendations on the Capacity Charge and ‘Affordable Housing’ 
Background
When a new connection is made to the wastewater system, whether in a city or unincorporated area – it creates a new demand for service – and requires additional capacity in the system for conveyance and treatment.   King County’s capacity charge is collected to cover the capital costs of that new capacity that is added to the system.

The Regional Wastewater Services Plan policy FP-15 provides a methodology for calculating the capacity charge.  The methodology is intended to recover ninety-five percent of the costs of the additional system capacity incurred during the life of the thirty-year capital plan via capacity charges and the rates paid by ‘new’ customers.  

The capacity charge is levied when a new facility (residential or commercial) is ‘hooked up’ to the local system (see the end of this paper for King County Code 28.84.050).  It is set as a charge per Residential Customer Equivalent (RCE).[footnoteRef:1]   Each single family home is treated as one RCE.   Commercial structures (offices, businesses, etc.) have an RCE count projected using estimated hydraulic capacities or loading values of plumbing fixtures and/or estimates of wastewater flow from sources other than plumbing fixtures. [1:  The capacity charge and amounts for single family, multi-family and commercial buildings were established by METRO and were codified (along with all other fee provisions) in King County code after the merger of METRO and King County.  The indexed amounts for multi-family housing are based on the assumption that the reduced amount reflects lower wastewater service requirements for these units.] 


King County indexes the level of the capacity charge for multi-family housing depending on the total number of units and other considerations.   There are two levels strictly associated with the number of units, 0.8 RCEs per unit for structures with 2 to 4 units; and 0.64 RCEs per unit for structures with 5 or more units.  

In addition, a third level of multi-family RCE indexing is set at 0.32 RCEs per unit for multi-family housing  where at least 51% of the units are restricted to low income housing for households earning no more than 80% of median income, with units that are one room + bath and no more than 400sf (K.C.C. 28.84.050(o)).  This third level of 0.32 RCEs per unit also applies to senior citizen and special purpose housing meeting certain requirements.

From 2005 – 2009, approximately 1,600 apartment units qualified for a discount from 0.64 to 0.32 RCEs.  The total of the discount is equivalent to approximately $250,000, or equivalent to approximately 0.5% of 2009 capacity charge revenues.


Discussion
In 2009, an interested party proposed to King County and Seattle electeds that King County change its definition of low income or affordable housing with regard to the sewer capacity charge so that it aligns with Seattle’s “Homes Within Reach” (or Multifamily Housing Property Tax Exemption program).   The change was proposed to reduce the fees or charges being paid by developers for ‘affordable’ housing units.   

Seattle’s program (see end of this paper for a summary of Seattle’s program) allows a temporary property tax exemption for rental and purchased properties meeting eligibility requirements including: location, number of units, and affordability for residents at or below 80% or 90% of median income (rental) or affordability for residents at or below 100% median income (purchased); and size of unit.  The eligibility criteria for affordable units in Seattle’s multi-family tax exemption program are more liberal than  the capacity charge criteria (i.e. Seattle’s criteria allows larger housing units and less restriction on income) but limits the location of the units to 39 designated target areas where the exemption is intended to provide an incentive for development of workforce housing.  There are 39 active projects (approved since the program’s inception in 1998) with 5,020 total units, of which 2,069 (41%) are affordable per Seattle’s multi-family tax exemption criteria.   Of those 5,020 units, 1,241 of the affordable units were approved since 2008 when the criteria were loosened and more areas were designated in the city.  

A number of other cities are also using multi-family tax exemptions to provide incentives for multi-family development in designated areas. These cities include Burien, Federal Way, Kenmore, Kent, Kirkland and Renton.  Mercer Island is currently studying whether to utilize this incentive.  The cities have criteria that are similar but not the same as Seattle’s for the exemption. The relative affordability of the housing units is sometimes more restrictive and sometimes more liberal.  Staff does not have data at this time as to how many units of affordable housing, using the tax exemption provision, have been created in those cities.

It is also noted that some local governments and school districts reduce or exempt the payment of impact fees for affordable housing projects that meet affordability criteria, but typically do not apply any size restriction.  The capacity charge is similar but not the same as an impact fee.[footnoteRef:2] [2:  Impact fees are charges assessed by local governments against new development projects that attempt to recover the cost incurred by government in providing the public facilities required to serve the new development. Impact fees are only used to fund facilities, such as roads, schools, and parks, that are directly associated with the new development. They may be used to pay the proportionate share of the cost of public facilities that benefit the new development.  Setting fee schedules for impact fees is a complex process typically involving rate studies; generally, impact fees do not recover the full cost of a new facility since these fees must be directly and proportionately related to impacts associated with new development.
] 






Further study Recommended – no recommendation on a policy change at this time:

The Financial Policies Work Group evaluated the proposal to align a category of ‘affordable’ multi-family housing in King County Code with Seattle’s Multifamily Housing Property Tax Exemption  program  – and that the current King County indexing of multi-family housing not be expanded along those lines.

The group also discussed the question of maintaining any  indexed discounting of the capacity charge, and many feel that the level of the charge should not be based upon the ‘customer class’ or income of the resident.   The majority of group thought there was a problem in reducing the charge for one set of customers that shifts the charge or cost to another set of customers.  Most in the group thought all references to the type or affordability of the housing should be stricken from the code.   

Other opinions from the work group on this issue are:

· The code currently recognizes the reduced impact of these types of housing units on the wastewater system and that some sort of distinction for these types of units should be reflected in the fee structure.
· It would be unacceptable to simply eliminate the fee category for senior, low income and special purpose multi-family housing – and, based on feedback from some elected officials, there will be resistance to ‘no recognition’ or no reduced charge for truly affordable housing units.   

This initial review of the multi-family RCE indexing issue led to FPWG discussion of how the code treats all single family homes the same – no matter the size of the housing unit or the number of plumbing fixtures or presumed discharges to the sewer system.  Likewise, all multi-family units are indexed based on the number of units no matter the size or number of plumbing fixtures, though many multi-family units (especially some higher cost condominiums) may have more of an impact on the system than some single family homes.

FPWG members agreed that potentially indexing the capacity charge to reflect the system impact of different housing units might have some merit.  This concept has also generated discussion and study of the idea at the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC).  MWPAAC’s Rates and Finance subcommittee, with the assistance of Wastewater Treatment Division (WTD) staff, is expected to analyze whether there could be a logical and relatively uncomplicated way to distinguish unit types and charges based on usage and system impacts.   

Until there is a more thorough review of the overall indexing of the capacity charge, there is no recommendation with regard to changing the definition of low income or affordable housing in the code.   The Wastewater Treatment Division should get feedback from MWPAAC on whether there could be qualifications for a potentially ‘graduated’ capacity charge for various sizes or types of housing units.  FPWG did note, if there is a recommendation to retain indexing or a subsidy for affordable housing – the cost should be shared proportionally by the entire rate base and not allocated exclusively to growth costs.
II. Recommendations on the Capacity Charge and Sustainable Buildings/Projects with On-site Wastewater Treatment 

Background
King County, via METRO and decisions made when the Forward Thrust Initiative was approved, has built a centralized system of wastewater conveyance and treatment at treatment plants.  This system has been in place since the 1970s and replaced a decentralized system where multiple treatment facilities provided minimal treatment before discharging to Lake Washington and Puget Sound.

Advances in wastewater treatment technologies and green building initiatives such as the “Living Building Challenge” are allowing for decentralized wastewater treatment at the individual building and small community or campus level.  This type of on-site wastewater treatment seeks to provide a high level of wastewater treatment and re-use within a single building or amongst a group of buildings with the goal of eliminating or reducing discharged effluent to a centralized sewage treatment system.  

However, current state, regional and local policies and code (including public health codes) have not anticipated the development of decentralized, on-site wastewater treatment in urban areas.  It appears public health codes will require on-site systems to connect to the centralized system to provide ‘back-up’ in the event of a failure of the system – to ensure protection of public health.  The connection will allow for discharges of effluent (treated or not) when it is necessary or by choice.

It is expected proponents of projects (buildings and potentially clusters of buildings) will formally request exemptions or reductions in their capacity charge based on their perception of a lower expected capital burden on the King County system. 

Further study Recommended – no recommendation on a policy change at this time:

FPWG and MWPAAC are reviewing the policy implications of decentralized systems.  If decentralized facilities are connected to the wastewater treatment system – the County’s system or WTD is essentially guaranteeing capacity in the system should the building need to discharge effluent.  However, if the buildings or other sustainable campuses with on-site systems function as intended and either never have to discharge to the wastewater system or discharge significantly reduced flows, it may be appropriate to index a capacity charge based on a lower projected cost to serve the facility, relative to the cost to serve similar new connections without on-site treatment capability.    

FPWG members discussed some of the potential scenarios of on-site systems that 1) anticipate never needing to discharge to or use the regional wastewater system, and in fact, do not; 2) anticipate reduced discharges due to on-site treatment and reuse; or 3) anticipate not needing the regional system, but end up using the system.   During this time of transition while various types of on-site systems are being piloted, FPWG members suggested that negotiated capacity charge payments might be merited.   But FPWG members were concerned that facilities with on-site systems pay their fair share.   

The FPWG contemplated several potential options as follows:
1) A negotiated charge based on anticipated usage of the local and regional system (i.e. a percentage of the typical capacity charge based, for example, on the number of times per year there would be discharges) with a periodic review and full payment of the capacity charge if usage exceeded a threshold.
2) Payment of the capacity charge at the time of connection to the system – locking in the charge at that year’s rate, so that any future use of the regional system is already anticipated.
3) No capacity charge at time of connection, but full payment, at the rate applicable in the year of connection if there was any discharge to the regional system.
4) No capacity charge at the time of connection, but full payment at the rate applicable in the year of connection, plus a penalty premium, if there was any discharge to the regional system.

Some logistical concerns were also discussed.  Members expressed varying opinions about the complexity and cost to monitor facilities to track discharges from these facilities, to ensure collection of the capacity charge.  It was generally agreed but not officially recommended that the burden of monitoring/metering/reporting should be on the facility.

FPWG does not recommend any changes at this time to policies regarding connection to the regional system and payment of the capacity charge.  There is not sufficient information to make specific recommendations to change the policies.  FPWG recommends the Wastewater Treatment Division work with MWPAAC to conduct an in depth study of on-site systems and make recommendations on any policy changes.
____________________________________________________________________________

King County Code regarding the capacity charge.
K.C.C. 28.84.050

O. The following provisions shall apply regarding capacity charges: 

1. All customers of a public or private sewage facility who connect, reconnect or establish a new service that uses metropolitan sewage facilities after February 1, 1990 shall pay a capacity charge in an amount established annually by the council in accordance with state law. Users of metropolitan sewage facilities shall be subject to the capacity charge upon connection or reconnection to public or private sewage facilities and/or establishment of a new sewer service. 
a. "Connection," for purposes of this subsection, shall mean physical connection of any structure, or an addition to a non-single family residential structure, to a sanitary sewer. 
b. "Reconnection," for purposes of this subsection, shall mean reconnection of an existing structure following physical disconnection and abandonment of prior sewer service. 
c. "Establishment of a new service," for purposes of this subsection, shall mean: 
(i) change of property use from single family residential to other than single family residential; 
(ii) change of property use following connection or reconnection to a sanitary sewer; 
(iii) reuse of an existing sewer connection by a new structure following demolition of an existing structure or abandonment of sewer service; or 
(iv) expanded or increased industrial or commercial use of a sanitary sewer connection; 

2. The capacity charge shall be a fixed rate per residential customer or residential customer equivalent determined annually by the council. The number of residential customer equivalents (RCEs) for multifamily customers shall be determined using the following scale: 
two to four units per structure 0.8 RCEs per unit 
five or more units per structure 0.64 RCEs per unit 
Senior citizen, low income and special purpose housing 0.32 RCEs per unit 
Mobile home 1.0 RCE 
a. Senior citizen housing shall be multifamily structures of two or more dwelling units within which each dwelling unit shall consist of a room or a suite of two or more rooms, of which not more than one is a bedroom, for which occupancy has been limited to two persons, at least one of whom is age fifty-five or older. 
b. Low income housing shall be multifamily structures of two or more dwelling units within which each dwelling unit shall consist of one room and a bathroom, totaling not more than four hundred square feet, for which occupancy has been restricted, in at least fifty-one percent of the units, to persons with incomes not more than eighty percent of the median income of the county within which the housing is constructed, and for which rent is restricted. 
c. Special purpose housing shall consist of dwelling units that may be part of a larger care facility, consisting of a room or a suite of rooms, of which not more than one is a bedroom for which occupancy is limited to one person who is physically or mentally disabled. 
d. In the case of privately owned senior citizen, low income or special purpose multifamily housing, the requirements of subsection O.2.a., b. and c. of this section shall be contained in a permit, agreement, covenant or deed restriction in which the county, a local government, an agency of state government or the United States government is granted enforcement authority. 
e. In the case of senior citizen, low income and special purpose housing owned by a government or nonprofit corporation, the requirements shall be integral to the establishment of the corporation as a legal entity or a legally enforceable condition of construction and operation of the housing. 
f. If use of a multifamily structure that initially qualifies as senior citizen, low income or special purpose housing changes so that it no longer meets the criteria in subsection O.2.a., b., c., d. and e. of this section, residential customer equivalents shall then be calculated in the same manner as multifamily customers and the department will collect the incremental difference then due. 
g. The number of residential customer equivalents for customers other than residential customers shall be projected using estimated hydraulic capacities or loading values of plumbing fixtures and/or estimates of wastewater flow from sources other than plumbing fixtures and acceptable to the department. An appropriate schedule of hydraulic capacity or loading values equating to residential customers shall be determined by the director;


Seattle’s Homes Within Reach Program – Multifamily Housing Property Tax Exemption Program (SMC 5.73)
When a rental property meets eligibility requirements under the Seattle program, the value of new construction and improvements are exempt from ad valorem property taxation as provided in RCW 84.14.020(1) (state exemption from ad valorem property taxation). 
For rentals, the property owner gets a tax break for 12 years. For owned units, they get a discount for 8 years, or they get it for 12 years if at least 20% of all units in the complex are eligible.


Eligibility requirements for Seattle’s tax exemption program for affordable housing include:
· Site located within one of 39 target areas (there are 39 area maps with boundary lines)
· Development has at least 50% permanent residential use
· At least 4 housing units
· For rentals, a tax exemption for all units if:
· 20% of units at or below 80% of median for studio/1-bdrm, or at or below 90% of median for 2-bdrm and larger units
· The mix and configuration of Affordable Units (studio, 1-bdrm, etc.) is similar to the rest of the project, and not all located in one building if there are multiple buildings
· For homeownerships, a tax exemption for the income-eligible households:
· Units sold at a sales price established by the Director of the City’s Office of Housing
· Sales price targets buyers with income at or below 100% of median for studio/1-bdrm, and at or below 120% of median for 2-bdrm and larger units
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