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[bookmark: _Toc509494202][bookmark: _Toc510097721][bookmark: _Toc3387257][bookmark: _Toc3451446][bookmark: _Toc3457423][bookmark: _Toc6220263]Introduction and Summary
This issue paper describes the underlying assumptions, projections, and key factors considered in developing the King County Executive’s proposal for the Wastewater Treatment Division’s (WTD) 2020 monthly sewer rate and capacity charge. WTD proposes to maintain the current 2019 monthly sewer rate of $45.33 through 2020 and to increase the current 2019 capacity charge of $64.50 by $1.85 to $66.35, an increase of 2.9 percent.    
The rate proposal and accompanying financial plan incorporate the positive financial results of 2018 and updated assumptions on revenues, expenses and capital spending. In this financial plan, WTD projects future rate increases will be at a reasonable level while meeting financial policies and metrics that support the high bond ratings for the Utility’s sewer revenue bonds.
Table 1-1 below presents the current, proposed, and projected rates for the monthly sewer rate and capacity charge during the 2019 to 2025 period.
[bookmark: _Toc509494203][bookmark: _Toc509918851][bookmark: _Toc509918968][bookmark: _Toc510097722][bookmark: _Toc3387249][bookmark: _Toc3451439][bookmark: _Toc3457416][bookmark: _Toc3984200]Table 1‑1 Current, Proposed, and Projected Monthly Sewer Rates 
	
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	     Sewer Rate

	Monthly Rate (Proposed)
	$45.33 
	$45.33
	$47.37
	$47.37
	$49.50 
	$49.50 
	$51.90

	Amount of Increase
	$1.11 
	$0.00
	$2.04
	$0.00
	$2.13
	$0.00
	$2.40

	Percent Change
	2.5%
	0.0%
	4.5%
	0.0%
	4.5%
	0.0%
	4.8%

	Annual Amount
	$544 
	$544
	$568
	$568
	$594
	$594
	$623

	     Capacity Charge

	Monthly Rate (Proposed)
	$64.50   
	$66.35
	$68.34
	$70.39
	$72.50
	$74.68
	$76.92

	Amount of Increase
	$1.90 
	$1.85
	$1.99
	$2.05
	$2.11
	$2.18
	$2.24

	Percent Change
	3.0%
	2.9%
	3.0%
	3.0%
	3.0%
	3.0%
	3.0%

	Annual Amount
	$774 
	$796
	$820
	$845
	$870
	$896
	$923

	Total payments (15 years)
	$11,610 
	$11,943
	$12,301
	$12,670
	$13,050
	$13,442
	$13,846

	Early Payoff Total*
	$9,021  
	$9,280
	$9,558
	$9,885
	$10,140
	$10,445
	$10,758


   *Assumes the current early payoff discount rate of 3.6 percent.
The current proposal is shaped by 1) the final settlement of the insurance claim for flood damage at the West Point Treatment Plant (West Point); 2) the proposed low-income affordability changes to the capacity charge; and 3) the continued debt reduction plan of achieving an average of 40 percent cash funding of capital spending during the six-year financial plan. The remainder of this paper discusses the major factors underlying the 2020 monthly sewer rate and capacity charge proposal.
[bookmark: _Toc3387258][bookmark: _Toc3451447][bookmark: _Toc3457424][bookmark: _Toc6220264]2018 Financial Highlights
WTD exceeded key financial metrics that both the County and financial community use to evaluate its performance. Favorable variances in capacity charge revenues, other income, and operating expenses generated exceptional performance in the debt service coverage ratio and the cash transfers made to the capital program. Table 2-1 shows these variances.
[bookmark: _Ref3387424][bookmark: _Toc3387250][bookmark: _Toc3451440][bookmark: _Toc3457417][bookmark: _Toc3984201]Table 2‑1 Comparison of Unaudited 2018 Financial Results with the June 2018 Financial Plan Projections ($ in thousands) 
	
	
	2018 Forecast
	
	2018 Preliminary
	
	Variance

	
	
	
	
	
	
	

	Customer Equivalents (RCEs)
	
	761,786
	
	760,571
	
	(1,215)

	Monthly Sewer Rate
	
	$44.22
	
	$44.22
	
	$0.00

	
	
	
	
	
	
	

	Customer Charges
	
	$404,234
	
	$403,589
	
	($645)

	Capacity Charge
	
	75,623
	
	86,851
	
	11,228

	Other Income
	
	13,957
	
	19,219
	
	5,262

	Investment Income
	
	7,221
	
	7,986
	
	765

	             Total Revenues
	
	$501,035
	
	$517,645
	
	$16,610

	
	
	
	
	
	
	

	Operating Expenses
	
	(159,620)
	
	(148,497)
	
	11,123

	Net Operating Revenue
	
	$341,415
	
	$369,148
	
	$27,733

	
	
	
	
	
	
	

	Total Debt Service
	
	($267,718)
	
	($246,445)
	
	$21,273

	Transfers to Capital (1)
	
	$87,681
	
	$108,900
	
	$21,219

	
	
	
	
	
	
	

	Debt Service Coverage Ratio  
	
	1.28
	
	1.50
	
	0.21

	
	
	
	
	
	
	


(1) Due to additional cash transfers for debt service and the funding of liquidity and other reserves and cash outlays in 2018 for expenses that were accrued in 2017, the $21.2 million variance in the transfer to capital is less than the variances for adjusted net revenues and total debt service. 
[bookmark: 2.1_Financing_West_Point_Treatment_Plant][bookmark: _Toc3451448][bookmark: _Toc3457425][bookmark: _Toc6220265][bookmark: _Toc510097724][bookmark: _Toc3387259]2018 Financial Performance Compared to June 2018 Financial Plan     
Based on preliminary, unaudited 2018 financial results reported at the end of February, total revenues were $517.6 million compared to forecasted revenues of $501.0 million. Most of this favorable variance is accounted for by additional capacity charge revenues, which were $86.8 million in 2018 compared to forecasted revenues of $75.6 million. 
There are two major components to capacity charge revenues: ongoing billings from customers paying quarterly ($63.0 million in 2018) and prepayments of the outstanding balance of future capacity charge payments at a discounted rate ($22.0 million in 2018). The prepayment component of capacity charge revenues has considerable year-to-year variation. In 2014, prepayments decreased by almost $4.0 million compared to 2013 prepayments; between 2016 and 2017, prepayments grew by $5.4 million to $23.4 million. WTD’s 2018 forecasted capacity charge revenues of $75.6 million were based on conservative assumptions of growth for ongoing billings (4.0 percent) and a lower level of capacity charge prepayments (approximately $14.0 million). Sections 3.1 and 3.1.3 of this paper present the updated analysis and forecast of capacity charge revenues.
The second largest favorable variance occurred with other income ($19.2 million) exceeding last year’s forecast by $5.3 million. Most of this variance is accounted for by the $4.4 million of revenues received from the sale of Renewable Identification Numbers (RINs) which are credits for the generation of renewable energy from the County’s contract with IGI Resources, Inc. See Section 3.1.1 for additional discussion.
Operating expenses for 2018 were $148.5 million, which is $11.1 million less than last year’s forecasted expenses of $159.6 million. The forecast was based on the adopted budget of $153.2 million plus increases for re-appropriation of committed but unexpended WaterWorks grants at of the end of 2017 ($3.4 million) and redundancy programs at West Point ($2.9 million, later included as part of the 2017-2018 supplemental budget). Actual operating spending in 2018 was lower than the forecast because of savings in contractual obligations, electricity costs, other services, and rebates for intergovernmental services. The 2017 WaterWorks grant carryforward is not included in 2018 operating expenses, however, projected 2019 expenses include a $3.8 million carryforward of awarded, but unexpended WaterWorks grants.
Debt service expenses (i.e., payments of interest and annual principal installments) in 2018 were $246.4 million, which is $21.3 million lower than last year’s projection. Almost all of this favorable variance can be attributed to lower interest costs for variable rate debt because the average interest rate of 2.08 percent for variable rate debt in 2018 was lower than the 5.40 percent rate used in the projection. WTD uses a conservative interest rate to provide assurance that if short-term interest rates spike (as they did during the 2008 financial crisis), debt service coverage will remain at levels sufficient to satisfy County financial policies and maintain its bond ratings from Moody’s (Aa1) and Standard and Poor’s (AA+).
Because of these favorable variances, WTD was able to transfer $108.9 million in cash from the operating fund to the capital fund or $21.2 million more than the $87.7 million projected last year. These transfers paid for almost 48 percent of capital spending for the year, which is well above the 40 percent estimate made last year (which excluded the use of the Brightwater Treatment Plant [Brightwater] judgment).
[bookmark: _Toc3387260][bookmark: _Toc3451449][bookmark: _Toc3457426][bookmark: _Toc6220266]Recoveries
[bookmark: _Toc3387261][bookmark: _Toc3451450][bookmark: _Toc3457427][bookmark: _Toc6220267][bookmark: 2.1.1_Impact_on_the_2018_Rate]West Point Insurance Claim
In December 2018, the County’s Office of Risk Management Services and WTD reached a final settlement of $22.5 million, net of deductible, with FM Global for damage sustained from the 2017 flood at West Point. WTD used the settlement to pay for $12.5 million in capital improvements in 2018 and will use the balance for improvements in 2019.
WTD began discussions in 2018 with the Washington State Military Department Emergency Management Division and Federal Emergency Management Agency (FEMA) for reimbursement of restoration costs that were not covered by FM Global. Pending clarification and documentation of eligible costs, WTD may be able to file an additional claim for up to $2.0 million of West Point flood costs later this year.
[bookmark: _Toc3451451][bookmark: _Toc3457428][bookmark: _Toc6220268]West Point FEMA Hazard Mitigation Grant (406 Program)
[bookmark: _Toc3451452][bookmark: _Toc3457429]Because of the 2017 flood at West Point, WTD is eligible for FEMA’s 406 Grant Program. The 406 Grant Program provides cost-sharing assistance on projects that will mitigate future damages at vulnerable facilities. Mitigation projects have to protect/mitigate against the type of damage that occurred at the facility receiving the grant. Funding for 406 is sized based on total eligible damages; WTD may be eligible for up to $25 million in 406 cost-sharing projects at West Point. WTD is in the process of identifying projects for submission to FEMA to test 406 eligibility.
[bookmark: 2.1.3_Receipt_of_Brightwater_Settlement_][bookmark: _Toc3387263][bookmark: _Toc3451453][bookmark: _Toc3457430][bookmark: _Toc509494211][bookmark: _Toc510097727][bookmark: _Toc6220269]Brightwater Judgement Funds
Last year’s proposal projected that the $144.9 million Brightwater judgment would be used to pay for capital improvements in 2018, 2019, and 2020, thereby offsetting the issuance of debt for WTD’s capital program.
With the increase in short-term interest rates over the course of 2018, it was recognized that better use of the funds could be made by retiring previously issued, outstanding debt and subsequently selling new debt at lower interest rates to pay for the capital program. This opportunity was communicated to the King County Council last September and on October 8, 2018, the Council passed a supplemental appropriation (Ordinance 18807) to provide budgetary authorization for the debt retirement.
On October 25, 2018, the County purchased Treasury securities at a cost of $142 million that were placed in escrow to retire $135.8 million of bonds issued in 2010, 2011, and 2012. (The balance of the Brightwater judgment, $2.9 million, was spent on the capital program.) The retirement of these bonds will reduce future debt service payments by $194 million through 2032.
[bookmark: _Toc3387264][bookmark: _Toc3451454][bookmark: _Toc3457431][bookmark: _Toc6220270][bookmark: 2.1.4_Rate_Stabilization]Rate Stabilization
Maintaining a rate stabilization reserve supports the County’s policy of limiting increases in the sewer rate to alternate years, because it provides flexibility to deal with financial exigencies that might arise. Funds in the Rate Stabilization Reserve also enhance the liquidity metrics used by the rating agencies when they evaluate the credit quality of WTD.
Between 2012 and 2014, WTD withdrew $42.3 million from the Rate Stabilization Reserve. These draws, at the end of the Brightwater construction era, helped reduce the 2013 rate increase to 10.2 percent (compared to 13.2 percent in 2011) and allowed WTD to leave the sewer rate unchanged in 2012 and 2014.
WTD’s current practice is to limit draws on the Reserve to those years when increases in capital spending require rate increases above the rate of inflation. Annual capital spending is projected to increase to an average of $271 million between 2020 and 2023, from $231 million in 2018. Despite this increase, the current financial plan indicates that this spending can be supported with annual average rate increases of approximately 2.25 percent during the next two biennia, with no draws on the Reserve, while achieving the 40 percent cash-funding target over the period.
WTD projects maintaining the Reserve at $46.25 million through 2025, but will continue to make annual assessments of the Reserve to moderate rate increases as its capital program and financial conditions continue to develop.
[bookmark: _Toc509494213][bookmark: _Toc509918852][bookmark: _Toc509918969][bookmark: _Toc510097729][bookmark: _Toc3387251][bookmark: _Toc3451441][bookmark: _Toc3457418][bookmark: _Toc3984202]Table 2‑2 Table Rate Stabilization Reserve, 2018–2025 ($ in millions)
	
	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	Beginning balance
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25

	Additions
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	Reductions
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	Ending balance
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25


[bookmark: _Toc3879676][bookmark: _Toc3451455][bookmark: _Toc3457432][bookmark: _Toc6220271][bookmark: _Toc3387266]Cash Funding and Debt Reduction
WTD is continuing to implement the two financial practices presented in the issue paper that accompanied the 2017 sewer rate ordinance:
1) Amortizing its variable rate debt so each issue would be completely retired by its stated maturity date.
2) Funding, on average over the six-year horizon of the financial plan, a target of 40 percent of the capital program from cash generated from revenue.
In 2018, WTD amortized $1.685 million of its variable rate debt, having amortized $0.92 million in 2017. WTD is scheduled to amortize $1.779 million of variable rate debt in 2019 and an additional $53.9 million through 2025.
Prior to 2017, the key determinant in establishing the sewer rate was County policy that the rate provide net revenues sufficient to yield at least 1.15 times coverage on all debt service payments made during the year. Analysis at that time indicated that a 40 percent cash funding target would require moderately higher rates but would significantly lower the growth in WTD’s outstanding debt.
As mentioned in Section 2.1, cash transfers in 2018 reached 48 percent of capital spending because of strong growth in revenues and a limited increase in operating expenses. The projected monthly sewer rates shown in Table 1-1 would allow WTD to achieve the 40 percent funding target through 2025 and, on a percentage basis, are only slightly higher than the level of inflation for Seattle projected by the Office of Economic Analysis. The rates are also projected to reduce outstanding debt by $346 million by 2025, as shown in Chart 2‑1.
[bookmark: _Ref3387483][bookmark: _Toc3387246][bookmark: _Toc3457413][bookmark: _Toc3984208]Chart 2‑1 Projected Outstanding Debt Compared to Prior Financial Practices
($ in billions)


[bookmark: _Toc3387267][bookmark: _Toc3451456][bookmark: _Toc3457433][bookmark: _Toc6220272]Operations
[bookmark: _Toc3387268][bookmark: _Toc3451457][bookmark: _Toc3457434][bookmark: _Toc6220273][bookmark: _Toc509494221][bookmark: _Toc510097735]Operating Revenues
As shown in Table 3-1, total operating revenues in 2019 (including capacity charge receipts) are projected at $530.3 million, which is a $12.6 million or 2.4 percent increase from 2018 operating revenues. Sewage fee revenues are projected to increase by $11.7 million because of the 2.5 percent rate increase adopted by Council in 2018 ($10.1 million of additional revenues) and growth in Residential Customer Equivalents (RCEs) of 0.44 percent ($1.6 million of additional revenues).
The 0.44 percent increase in total RCEs in 2018 was the lowest since 2012. Although 2018 RCEs outside of Seattle grew by 1.0 percent, RCEs billed to Seattle Public Utilities (SPU) decreased by 0.36 percent from 2017. Growth in total RCEs for 2019 has been reduced to 0.39 percent (from a projected rate of 0.55 percent last year) because of lower RCEs at SPU in the 2017 and 2018 calendar quarters that are components of the 2019 billing cycle. Another factor in 2019’s projected growth rate is that communities outside of Seattle did not report any increase in RCEs for the third quarter of 2018 (a quarter that impacts monthly billings for all of 2019) compared to the third quarter of 2017.
The impact of the slowdown in actual and projected growth is that 2019 RCEs of 763,552 are approximately 2,400 less, and attendant revenues are $1.3 million lower, than were projected last year. Through 2021, revenues from monthly sewer fees are $4.1 million less than were projected last year 
Capacity charge revenues are expected to increase to $88.5 million in 2019, which is a $1.7 million increase from 2017. Other income in 2019 is forecast at $17.2 million—a $2.0 million decrease from 2018. Most of this decrease ($1.8 million) is attributable to a lower forecast for RIN revenues compared to the $4.4 million that was collected in 2018 and a conservative projection of other revenue items. The $1.2 million increase in investment income is based on projected cash balances for 2019 and a higher projected earnings rate on the King County Investment Pool (2.30 percent) compared to 2018 (1.73 percent).
Total operating revenues of $536.4 million are projected for 2020, which is a $6.1 million or 1.2 percent increase over 2019. Growth in sewage fees of $2.6 million, with the 2019 sewer rate maintained in 2020, reflects RCE growth returning to its long-term average rate of 0.62 percent. Capacity charge revenues are expected to increase by $3.8 million. The $0.6 million decrease in investment income reflects lower projected cash balances, offset by a higher projected earnings rate (2.50 percent) on the Investment Pool.  
As discussed in Section 2.4, no draws from the Rate Stabilization Reserve have been included in the financial plan through 2025.
[bookmark: _Toc3387252][bookmark: _Toc3451442][bookmark: _Toc3457419][bookmark: _Toc3984203][bookmark: _bookmark15]Table 3‑1 2019–2021 Operating Revenues ($ in millions)
	 
	2019 Forecast
	2020 Forecast
	Difference
	% Change
	2021 Forecast
	Difference
	% Change

	Sewage fees
	$415.3
	$417.9
	$2.6
	0.6%
	$439.4
	$21.5
	5.1%

	Capacity Charge
	$88.5
	$92.3
	$3.8
	4.2%
	$95.8
	$3.5
	1.0%

	Other Income
	$17.2
	$17.6
	$0.4
	2.4%
	$17.8
	$0.2
	1.3%

	Investment Income
	$9.2
	$8.6
	($0.6)
	-6.7%
	$8.8
	$0.2
	2.3%

	Rate Stabilization
	$0.0
	$0.0
	$0.0
	0.0%
	$0.0
	$0.0
	0.0%

	Totals
	$530.3
	$536.4
	$6.1
	1.2%
	$561.8
	$25.4
	4.7%


*Note: Totals may not add due to rounding.
[bookmark: _Toc3387269][bookmark: _Toc3451458][bookmark: _Toc3457435][bookmark: _Toc6220274]Renewable Identification Number Revenues 
For decades, King County has produced renewable bio-methane energy at South Treatment Plant (South Plant) and sold the gas to Puget Sound Energy. Recently, Congressional action under the Energy Independence Security Act and subsequent rulemaking by the U.S. Environmental Protection Agency (EPA) created an opportunity for WTD to monetize the environmental benefit of its biofuel through the generation and sale of environmental attributes called RINs. In November 2016, King County entered an agreement with IGI Resources, Inc., for the sale of bio-methane from South Plant and the corresponding RINs.
This agreement resulted in $5.6 million and $4.4 million in revenue from RINs in 2017 and 2018, respectively. The operational costs to fulfill the administrative and operations requirements of the contract and to optimize the operation of the biogas system were $785,000 in 2017 and $600,000 in 2018. WTD has developed a plan to use RINs revenues for operation and capital improvements aimed at increasing WTD’s energy performance and fulfilling the goals set forth in the County’s Strategic Climate Action Plan. Project costs totaled $670,000 in 2018 and included the following:
· HVAC optimization in multiple facilities
· Assessment of options to improve energy efficiency of mixed liquor blowers at West Point
· Digester insulation at Brightwater
· Preparation to procure a modular facility, certified as a Living Building Challenge building, dedicated for educational activities at South Plant
[bookmark: _Toc3387270][bookmark: _Toc3451459][bookmark: _Toc3457436][bookmark: _Toc6220275]Industrial Waste Revenues
The Industrial Waste (IW) Program is responsible for permitting and monitoring industrial user/non-routine discharges into the King County sanitary sewer system. IW brought in roughly $2.25 million to WTD through permitting and monitoring activities in 2018. At the end of 2018, the Council passed King County Ordinance 18851, which establishes a new rate structure for IW. These changes, which are anticipated to be revenue neutral, will modernize IW fees for easier application and better align the fees with cost of service.
IW is also responsible for facilitating WTD’s surcharge program. A surcharge is assessed to high-strength waste streams for the additional cost of treatment. Surcharges brought in $5.4 million in 2018.
[bookmark: _Toc3382001][bookmark: _Toc3382217][bookmark: _Toc3382433][bookmark: _Toc3387056][bookmark: _Toc3387271][bookmark: _Toc3387754][bookmark: _Toc3387958][bookmark: _Toc3388163][bookmark: _Toc3388367][bookmark: _Toc3436818][bookmark: _Toc3437832][bookmark: _Toc3438033][bookmark: _Toc3382002][bookmark: _Toc3382218][bookmark: _Toc3382434][bookmark: _Toc3387057][bookmark: _Toc3387272][bookmark: _Toc3387755][bookmark: _Toc3387959][bookmark: _Toc3388164][bookmark: _Toc3388368][bookmark: _Toc3436819][bookmark: _Toc3437833][bookmark: _Toc3438034][bookmark: _Toc3387273][bookmark: _Toc3451460][bookmark: _Toc3457437][bookmark: _Toc6220276]Capacity Charge
[bookmark: _Toc3451461]The capacity charge is a monthly charge with a duration of 15 years that is levied on new connections to the wastewater system. The proposed capacity charge for 2020 is $66.35, which is an increase of $1.85 per month or 2.9 percent from the 2019 level of $64.50. If paid quarterly for the 15-year period, this totals $11,943. If the charge is paid upfront as a lump sum at the current discount rate of 3.6 percent, the total charge is $9,280. The proposal includes $.50 per month, reflecting changing affordability policies discussed below and in further detail in Section 3.1.3.3 below.
[bookmark: _Toc3387274][bookmark: _Toc3457438][bookmark: _Toc6220277]Capacity Charge Update and Proposed 2020 Rate
The proposed capacity charge for 2020 is $66.35, which is an increase of $1.85 per month or 2.9 percent from the 2019 level of $64.50. 
Every three years, the data underlying the capacity charge are updated to reflect the most current available. This includes the latest historical data, customer growth, and projected costs. The charge is assumed to increase 3 percent annually during the intervening years. For example, with the update for 2020, it is assumed that 2021 and 2022 will increase by three percent, reflecting inflation. The 2023 capacity charge will once again reflect the most current, updated data available at that time.
One of the key elements of updating the capacity charge is the replacement of previously forecast data with actual data for the previous four years. For example, in the 2017 update, data was estimated for 2015 and forecasted for 2016 to 2018.   Data for this period is now based on actual historical results, which strongly affected the result for the 2020 proposal. 
Comparing the actual activity for 2015 to 2018 to the forecast contained in the 2017 capacity charge proposal revealed the following:
· Total capital spending was approximately $36 million less than projected.
· Capacity charge revenues were approximately $25 million more than projected.
· Capacity charge new connections were approximately 3,500 more than projected.
· Overall debt costs were significantly reduced because of bond refundings, non-market rate financing, and lower-than-projected variable rate costs.
The four factors above put downward pressure on the capacity charge as lower costs were distributed across a larger customer base. Additionally, the extraordinary growth of the last several years affects the capacity charge in a somewhat unbalanced way:
· Revenues from the new connections are currently being realized.
· The potential future costs associated with the higher than expected growth have not yet been fully identified. While operating cost increases have been identified and included in the analysis, long-run capital project forecasts reflecting potential capacity needs from this recent growth activity have yet to be developed.
Taking these considerations into account, the base-capacity charge for 2020 is $65.85 per month, a 2.1 percent change from the 2019 charge of $64.50. The proposal includes three years of estimated costs associated with new affordability policies for the benefit of, and to be paid by, growth customers. This adds $.50 per month to the charge, yielding a total proposed capacity charge of $66.35, which is a 2.9 percent increase from 2019. This will allow the capacity charge affordability program to be initiated while alternative means of recovering the reduced revenues  are investigated. From 2021 to 2030, it is assumed the charge will increase by three percent per year.
As stated earlier, the capacity charge can be paid on a quarterly basis for a period of 15 years or the remaining balance can be paid in a lump sum at a discount. The capacity charge early-payoff discount rate is a weighted average of the 15-year mortgage rate and the 10- and 20-year Treasury Bond rates to provide a better reflection of the choices available to customers. 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 2019, the early-payoff discount rate was set to 3.6 percent.
The capacity charge has been in existence since 1990, with the current methodology in place for over 15 years.  In light of this, WTD has undertaken two studies of the charge, one addressing affordability challenges of the charge and the second identifying customer groupings and how the charge is distributed among them. Recommendations from the affordability study are included in this proposal. The rate structure study is ongoing with recommendations expected in the third quarter of 2019.   Both studies are discussed in the following sections.
[bookmark: _Toc3387275][bookmark: _Toc3451462][bookmark: _Toc3457439][bookmark: _Toc6220278]Capacity Charge Rate Allocation Study 
Currently, WTD is analyzing how the capacity charge is distributed across customer groups. The distribution is expressed through the use of customer equivalents, which determine how the revenue requirements of the capacity charge are allocated to different building types. These have not been comprehensively evaluated since the inception of the capacity charge program in 1990. During this period, new trends in real estate development have emerged in our region, requiring an assessment of the current approach. 
Currently, the capacity charge paid by a customer is based on the number of housing units in a structure (residential) or the number and type of plumbing fixtures with appropriate estimates of special flows (commercial). Since 1990, there have been significant changes in the types of new buildings and how much water they use. Emerging trends include the following:
· Microhousing
· Small-efficiency dwelling units 
· Accessory dwelling units, detached accessory dwelling units
· Group housing, adult care, and group homes
WTD’s goal is to develop a basis for the capacity charge that meets two criteria:
· Reflects the amount of wastewater each type of building sends to the sewer
· Is administratively workable
WTD and representatives from the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) formed a Capacity Charge User Classification Work Group for this study. This Work Group provides advice and input and will make a recommendation to the WTD director in the second quarter of 2019. WTD will then work with DNRP and the County Executive to formulate a recommendation to Council, which is expected to occur in the third quarter of 2019. The study’s progress has been published quarterly on WTD’s web site[footnoteRef:2], and has included presentations to various industry and professional groups for information and input.  [2:  https://kingcounty.gov/~/media/services/environment/wastewater/capacity-charge/studies/180518_Cap-Charge-Update.ashx?la=en] 

[bookmark: _Toc3387276][bookmark: _Toc3451463][bookmark: _Toc3457440][bookmark: _Toc6220279]Capacity Charge Affordability Study
WTD recently completed a data analysis and stakeholder engagement process to identify affordability challenges for its capacity charge customers and to evaluate possible mitigating measures. The recommendations are a suite of policy changes that together create an affordability program to assist the low-income customers most in need, help customers with temporary hardship, and support affordable housing development. The recommended improvements are as follows: 
· Connecting customers with support services
· Additional payment plan options 
· Payment deferral through property liens
· Reduced charge for income-restricted, affordable housing  
Appendix B contains a detailed description of the study’s findings and recommendations, including qualification criteria. The first two improvements can be implemented under existing authority, whereas the others require changes in King County Code. The reduction of charges for new affordable housing is the only recommended assistance that would have a substantive fiscal impact (an estimated revenue impact of $2.25M annually). If the policy change is adopted, an incremental increase in the capacity charge of approximately $0.50 per RCE from 2020 to 2030 would offset the expected revenue impact of the first three years of the policy change. Funding needs and strategies would be reassessed before the next comprehensive review of capacity charge revenue requirements, which will take place in 2022. 
[bookmark: _Toc6220280]Capacity Charge Changes for Shelters and Transitional Housing
A 2015 King County Executive proclamation declared a local emergency due to homelessness affecting King County and called for action to end homelessness. WTD recently completed a review of the impact of the capacity charge on several types of structures built for the purposes of providing emergency shelter or transitional housing for residents experiencing homelessness. Shelter housing is typically incentivized to maintain high levels of water efficiency in order to reduce operating costs. Therefore, WTD recommends reducing the number of RCEs assigned to structures providing this essential public service as follows:
· Structures comprised of distinct dwelling units, such as multifamily structures or single, detached homes, would qualify for the special purpose housing rate class and be charged a rate of 0.32 RCEs per dwelling unit
· Structures without distinct dwelling units, typically dormitory-style shelters with shared facilities for bathing, laundry, and cooking would be charged based on fixture count at a rate reduced by fifty percent compared with other structures in the same rate schedule. 
To qualify for the reduced charge, the structures would need to be owned by a government or nonprofit corporation that is bound legally to operate the structure as a shelter or transitional housing for residents experiencing homelessness. 
[bookmark: _Toc3387277][bookmark: _Toc3451464][bookmark: _Toc3457441][bookmark: _Toc6220281]Operating Expenses
[bookmark: _GoBack]Projections for operating expenses in the financial plan are based on the 2019-2020 biennial budget adopted by Council on November 13, 2018. Beginning in 2021, operating expenses in the financial plan increase at an annual rate of five percent. 
The biennial appropriation of $335.9 million comprises spending of $167.8 million in 2019 and $168.1 million in 2020. In 2019, the financial plan includes $3.8 million for WaterWorks grants that were awarded as of December 31, 2018, but which will be disbursed over the biennium. Over 2019 and 2020, operating expenses also include $1.6 million for additional costs that are anticipated to be incurred for labor contracts and information technology. WTD and the Executive expect to ask Council for supplemental appropriations for these items in the upcoming first omnibus.  
Cost containment plays a critical role in managing rate increases. As in previous years, WTD continues to scrutinize 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. Table 3-2 provides a summary of this work. 
[bookmark: _Toc509494218][bookmark: _Toc509918853][bookmark: _Toc509918970]Through continuous improvement efforts and the Executive’s Best Run Government Initiative and WTD’s LEAN and Bright Ideas Programs, which encourage creative problem solving throughout the organization and uses employees’ ideas to improve how it does business, WTD continues to generate efficiencies. Using these and other tools, such as the Carbon and Energy Investment Program implemented in 2014, WTD has developed efficiency proposals for implementation that have provided past and current rate relief; this effort will continue in the future.
[bookmark: _Toc3984204][bookmark: _Toc3451443][bookmark: _Toc3457420]Table 3‑2 Current and Future Rate Reduction Measures 
	
	

	[bookmark: RANGE!A1:B7]Budget Reductions from Ongoing Efficiencies
	$390,000 

	Initiatives for Efficiency and Estimated Impact (Current and Future):
	 

	          Employee-initiated through Bright Ideas & LEAN in WTD Programs
	$403,000 

	          Energy Efficiencies From Operating and Capital Investments
	$740,000 

	Total      
	$1,143,000 

	Estimated Annual Rate Reduction Measures
	$1,533,000 

	Future Energy Program Operational Savings from Capital Investments over Time (6-year estimate)
	$1,033,000 



[bookmark: _Toc3370460][bookmark: _Toc3377323][bookmark: _Toc3377539][bookmark: _Toc3377758][bookmark: _Toc3377966][bookmark: _Toc3382009][bookmark: _Toc3382225][bookmark: _Toc3382441][bookmark: _Toc3387064][bookmark: _Toc3387279][bookmark: _Toc3387762][bookmark: _Toc3387966][bookmark: _Toc3388171][bookmark: _Toc3388375][bookmark: _Toc3387280]The 2019-2020 operating budget provides funding for West Point resiliency, staff development, and workforce succession planning; an alternatives study for biosolids composting; undertaking a pilot project at South Plant; and information system enhancements that are intended to generate future efficiencies.
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Beginning in 2017 with two three-day workshops on the Project Management Institute concept of portfolio management, WTD focused on developing a more comprehensive and structured approach to managing its capital program. The goal is to align the mix of projects in WTD’s total capital portfolio with the organization’s strategic initiatives and overall mission, plus strengthen the prioritization process through which projects enter the Capital Improvement Program. The application of this management model also introduces a new governance structure, including:
1. The Definition Board, which sets policy, high-level strategy, and overall budget
2. The Delivery Board, which approves gate decisions, phased funding, and other project-level decisions
3. The Project, Program, and Portfolio Management Office (3PMO), which performs financial and performance analysis and assists with project delivery
Six sub-portfolios were identified to group the projects: asset management, capacity improvement, operational enhancements, resource recovery, regulatory, and resiliency. Subsequently, WTD engaged in the procedures below in developing its 2019-2020 budget:
1. Existing projects, as well as future proposed projects, were grouped into these sub-portfolios based on the most significant driving factor behind their initiation.
2. Weighted criteria were identified for each sub-portfolio in order to rank both proposed and current projects. In this manner only like-type projects “competed” against each other.
3. Once rankings were assigned, project management and finance (3PMO) worked together to create cash flows for all projects. This set a baseline for total revenue requirements across the entire capital portfolio, as well as for each sub-portfolio.
4. Through an iterative process among the definition board, delivery board, and 3PMO, shares for the allocation of budget were set for each sub-portfolio. This determined the total funding level and number of projects that could be included in each category.
5. An analysis of the organization’s capacity for project delivery was performed using historical project expenditure data and factored into the project selection process.
6. With the total and sub-portfolio-level cost constraints applied, several scenarios were created and distributed for review. Some projects were identified for deferral whereas others were deemed vital to move forward.
WTD continues to refine and improve its Portfolio Management processes. It is currently user-testing a new portfolio management tool and hiring for the 3PMO positions in the first half of 2019.
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WTD’s unaudited capital spending for 2018 was $231 million, which represents 94 percent of the adopted budget of $246 million. This is in comparison to the sewer rate amount of $208 million, which assumes an 85 percent accomplishment rate. Historical accomplishment rates for the capital portfolio are presented below. Please see Section 4.1.4 for additional information on the accomplishment rate.    
[bookmark: _Toc3984205]Table 4‑1 2016-2018 Accomplishment Rates for the Capital Program ($ in millions)
Target vs Actual
	 
	2016
	2017
	2018

	Target $
	$207
	$211
	$246

	Actual $
	$168
	$188
	$231

	Actual %
	81%
	89%
	94%



Two aspects of capital project spending 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. In the process of defining capital priorities for 2018 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 (CSO) events; and continuing to create resources from wastewater. The following subsections present key projects in the capital program.
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Some of the key projects in the 2019-2020 capital program include:
1. North Mercer Island and Enatai Interceptors Upgrade (total cost $116 million)
This project will increase the reliability and capacity of the existing North Mercer Island Interceptor and Enatai Interceptor components of the regional wastewater system in order to convey the 20-year peak wastewater flows projected through 2060 from service areas in North Mercer Island, the southwest portion of Bellevue, and the Town of Beaux Arts Village.
2. Georgetown Wet Weather Treatment Station (total cost $242 million)
The project consists of building a Wet Weather Treatment Station (WWTS), conveyance pipelines, and outfall structure to treat CSOs prior to discharge into the Lower Duwamish Waterway. The WWTS includes an influent pump station, equalization basin, screening facility, CSO treatment process, and disinfection. Modifications to both the S. Brandon St. and S. Michigan St. Regulator Stations will be required for diversion of flows to the WWTS. Ancillary facilities include an odor control facility, electrical/controls building, and emergency generator. CSO treatment will consist of high-rate primary treatment followed by ultra violet disinfection prior to discharge.
3. Joint Ship Canal Water Quality CSO Control (total cost $176.2 million)
The Ship Canal Water Quality (WQ) Project is a joint project between SPU and the Department of Natural Resources and Parks (DNRP) that will provide offline storage with a deep storage tunnel constructed between the Ballard and Wallingford CSO areas, on the north side of the ship canal. The Ship Canal WQ Project will control SPU’s Ballard CSO basins (Outfalls 150,151, and 152), Fremont (Outfall 174) and Wallingford CSO basins (Outfall 147), DNRP’s 3rd Ave. W. Regulator (DSN008), and 11th Ave. NW Regulator (DSN004). The minimum total control volume for both SPU and DNRP CSO basins is 15.24 million gallons.
4. Lake Hills Interceptor-A Refurbishment (total cost $30.5 million)
This project will rehabilitate 3,263 linear feet of 48-inch-diameter reinforced concrete pipe. This project aligns with WTD's mission, vision, and values by protecting public health, creating a resilient clean water enterprise, and maintaining strict safety protocols. The project is scheduled to begin construction in 2020.
5. Thornton Creek Trunk Replacement and Realignment (total cost $41 million)

Thornton Creek Trunk begins at the confluence of the North Lake City and West Lake City trunks and ends at the Matthews Beach Pump Station. Sections of the Thornton Creek Trunk are operating below the King County Wastewater Treatment Division adopted conveyance capacity standard of 20-year level of service.  The project will replace the existing pipe with a larger pipe that has greater capacity to convey sewage. The project will relocate some segments of the existing trunk away from environmentally sensitive areas.  In total approximately 4,000 feet of sewer will be replaced.
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The capital accomplishment rate is the amount of actual or forecasted capital spending that occurs in the year compared to the amount of capital spending that has been planned. Using an accomplishment rate in the financial plan allows WTD to adjust the capital program’s revenue requirements to reflect the reality that there are delays in the execution of capital projects that reduce spending and, therefore, cash needs. The accomplishment rate generally reflects the capital program as a whole and is expressed as the percentage of the total planned capital spending expected to be spent in a given year.
In 2018, the accomplishment rate for the capital program was 94 percent, compared to an assumed rate of 85 percent in last year’s financial plan. This difference represents approximately $23 million more capital spending in 2018 than anticipated. 
The average accomplishment rate projected for the 2019 to 2025 period is 86 percent. It assumes that the Georgetown WWTS, the largest project in WTD’s current capital portfolio will achieve all of its remaining $242 million planned spending by its early 2022 substantial completion date (a 100 percent accomplishment rate) and that all other projects will achieve an 85 percent accomplishment rate.   
Changes in the projected accomplishment rate impact sewer rates by changing the amount of cash transfers that are needed to attain the 40 percent cash funding target over the forecast period. By way of illustration, if the accomplishment rate were lowered to 80 percent in 2021, forecasted capital spending would be reduced by approximately $19.8 million, less cash would be needed to support the capital program, and the 2021 sewer rate could be reduced by $0.87, all other things being equal. Conversely, if the 2021 accomplishment rate were 100 percent, forecasted capital spending would increase by $42.4 million and the 2021 sewer rate would need to increase by $1.18 to meet the targeted cash funding ratio over the period.
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Capital improvements in 2018 were funded through cash transfers from operations ($108.9 million), the beginning-of-the-year cash balances ($76.5 million, which included $34.1 million of 2017 bond proceeds), a portion of the 2018 bond proceeds ($41 million), and draws on outstanding loan commitments from the Washington State Department of Ecology (Ecology) and the Public Works Board (PWB) ($27.8 million). The final settlement of the West Point insurance claim ($22.5 million), and a portion of the Brightwater settlement ($2.9 million) also provided funding for the capital program in 2018.
No new parity debt is projected for 2019. The 2019 beginning cash balance ($174 million, including $101 million of 2018 bond proceeds), projected cash transfers from operations ($100 million), and the balance of Ecology and PWB loan commitments ($21 million) are projected to pay for $226 million of projected 2019 capital spending and provide $76 million of funding for the 2020 capital program.  
As discussed in Section 3.0, projected monthly sewer rates through 2025 were determined so as to provide cash transfers that would be sufficient to fund 40 percent of the capital program from 2019 to 2025. Through 2025, cash transfers for the capital program are projected to total $703 million. Excess cash in the Bond Reserve ($14.2 million) will also be transferred to the construction account in 2019 and 2020. (The excess arose from a 2016 bond ordinance amendment that allowed WTD to reinstate previously purchased surety bonds as allowable investments for the Bond Reserve. WTD transferred $10 million from the Bond Reserve to the construction account in 2017. New parity debt for the capital program through 2025 is projected to total $859 million.
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WTD uses a six percent rate to project its long-term borrowing costs for the financial plan. Six percent is a conservative assumption—almost one percent greater than WTD’s highest borrowing cost over the past 20 years and close to two percent above current interest rates for 30-year tax-exempt bonds. With a five percent borrowing rate, projected increases in the monthly sewer rate could be reduced to 4.0 percent in 2021 and 2023 (from 4.5 percent) and 4.5 percent in 2025 (from 4.8 percent).
The conservative assumptions that pervade WTD’s financial plan are a practical response to the contracts the County has with its municipal customers and Council practice since 2003 to maintain the monthly sewer rate for two years. By way of example, the monthly sewer rate adopted for 2019 and maintained for 2020   must be sufficiently robust to meet County financial policies and investor and rating agency expectations for financial performance based on analysis conducted in early 2018.  
Both WTD and its customers benefit when actual results are better than projections. Favorable variances over time mean that 1) future rate increases will be lower, 2) debt issuance and outstanding debt will be reduced, 3) cash transfers to the capital program will be higher, and 4) the 40 percent funding target will be exceeded. Should actual results prove no better than what was projected, the debt service coverage ratio for the year should be sufficient to allow WTD to maintain its strong credit ratings (Aa1, Moody’s; AA+, Standard & Poor’s).
Assumptions for variable interest rates are also conservative. As discussed in Section 2.1, WTD assumes a 5.40 percent interest rate for its variable rate debt for purposes of showing projected debt service coverage (the seven-day tax-exempt variable rate index exceeded 5.0 percent for three weeks in September 2008). However, WTD uses a lower interest rate for determining variable rate interest costs that are used to calculate the cash transfers to the capital program. These rates start at 3.10 percent in 2019 and increase gradually to 3.67 percent by 2025 (see Appendix, Table A-1). These rates are approximately 1.5 to 2.0 percent higher than the current seven-day tax-exempt index and are comparable to tax-exempt rates in 2007 when the federal funds rate exceeded 5.0 percent, which is almost 2.5 percentage points above the current federal funds rate.     
Projections for investment income in the financial plan are based on the March 2019 forecast for returns on the King County Investment Pool from the Office of Economics and Financial Analysis. (See Appendix Table A-1.)
To increase its investment income, WTD committed $15 million of its Bond Reserve account to the Pool-Plus investment program in January 2018. The purchase comprised a “ladder” of Treasury securities maturing annually in approximately equal amounts from 2019 to 2027. This portfolio provided WTD with an additional $47,000 of interest earnings in 2018 compared to the earnings that WTD would have received had the funds remained in the Investment Pool.  
The current yield on WTD’s Pool-Plus Portfolio is 2.70 percent which is above projected Investment Pool rates through 2020. The Pool-Plus Portfolio hedges WTD’s investment earnings should short-term yields decrease and the rates on the Investment Pool revert below one percent, as they were from 2010 through 2016. WTD intends to make additional investments in Pool-Plus. 
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The County made history on April 19, 2018, when WTD became the nation’s first utility to receive a loan from the EPA’s newly created Water Infrastructure Finance and Innovation Act (WIFIA) program – the first major federal assistance program for municipal utilities in almost 20 years. The $134.5 million loan for the Georgetown WWTS locks in a 3.06 percent interest rate through the 2051 final maturity date of the loan.  Compared to the interest rates on the 30- and 40-year tax-exempt bonds that the County has issued for WTD, the 3.06 percent WIFIA loan rate is the lowest long-term borrowing cost that the County has ever achieved.   
Last year’s financial plan had all of the WIFIA loan being drawn in 2020. However, the positive financial results of 2018 (discussed in Section 2.1) combined with $15.1 million of new low-cost Ecology and PWB loans (Section 5.5) will allow WTD to defer $57.3 million of those draws to 2021 and save $1.7 million in additional interest charges for WTD’s customers in 2020.     
Draws on the WIFIA loan will reimburse WTD for past costs incurred for Georgetown, however, once received these funds are available for spending on any WTD capital project. WTD’s strategy for maximizing the financial benefit of the WIFIA loan is two-fold: use WIFIA funds first, before issuing higher-cost, tax-exempt debt, but also defer WIFIA funding until needed to delay the start of interest payments.
To this end, WTD will be evaluating the potential savings from issuing short-term (one- to two-year) debt to pay for capital expenditures that the WIFIA loan is projected to fund in 2020 and 2021. Current tax-exempt rates for two-year bonds are around 2.0 percent, which is well below the 3.06 percent rate for the WIFIA loan. If short-term rates remain low, WTD could reduce its interest costs by selling interim debt, deferring WIFIA draws for the term of the interim debt and then repaying the interim debt with proceeds from the WIFIA loan.
Any such interim debt would require Council authorization. WTD will work with the County debt manager and financial advisor in evaluating potential savings and may present a proposal to Council in the fourth quarter of 2019 or early 2020.      
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For most of 2018, WTD had $549 million of outstanding variable rate debt with interest rates that reset weekly (Series 2001 Junior Lien Bonds) or monthly. All of the variable rate debt with monthly resets ($449 million) was held by banks as direct purchase loans. Interest rates on these bonds were at above-market rates in 2018 because of interest rate step-up provisions that went into effect with the 2017 Tax Act.
In December 2018, $200 million of these direct purchase loans were remarketed with fixed interest rates of 2.45 percent through December 1, 2020 (Series 2011), and 2.60 percent through December 1, 2021 (Series 2012). Legislation has been introduced (Ordinance 2019-0049) that would allow the remaining direct purchase loans to be refunded with lower-cost variable rate debt. In the first four months of 2019, WTD has paid almost $500,000 in additional interest charges on these obligations compared to interest costs on the Series 2001 Junior Lien Bonds. Restructuring or refunding of the remaining series of direct purchase bonds in 2019, once authorization is secured, is expected to reduce WTD’s variable rate interest expense in 2019.
An increase in short-term interest rates is always a potential risk in the management of a variable rate debt portfolio. The established practice for managing this risk is to maintain short-term investments that will generate higher interest earnings when short-term rates increase. After remarketing Series 2011 and Series 2012 with fixed interest rates, WTD established a better balance between debt with weekly/monthly resets ($347.4 million) and its average level of cash balances ($425 million in 2018, excluding the Brightwater funds used for debt retirement and close to $350 million, on average, over the next three years).
Except for Reserve Account investments in Pool-Plus, WTD’s cash balances are held in the Investment Pool, which has an average maturity of approximately one year. Investment Pool rates do rise with increases in short-term rates, and WTD believes that its cash position in the Pool relative to its outstanding variable rate debt will provide an adequate hedge against the risk of rising interest rates over the next few years. 
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WTD has regularly obtained low-cost, alternative financing, including low-interest loans and, to a lesser degree, grants for capital projects. Grants for capital projects are often 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. WTD continuously pursues grant funds as they become available. 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.
Low-interest loans are provided by Ecology through the State Revolving Fund (SRF) and the Department of Commerce through the PWB. 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 SRF and PWB ranking process. WTD also ensures that the project schedule fits within the loan criteria and that the project meets specific criteria or thresholds. Table 5-1 lists the current SRF loans that partially or entirely fund the indicated WTD capital projects. Table A-3 lists some of the completed projects that received SRF and PWB funding.
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	Project
	Loan Amount
	Term (Years)
	Interest Rate
	Estimated Debt Service Savings

	Georgetown WWTS (Construction)
	$11,500
	20
	2.60%
	$3,100

	Joint Tunnel (Design)
	$13,500
	20
	2.60%
	$4,100

	Total
	$25,000
	
	
	$7,200



Georgetown also received a WIFIA loan from the EPA and a loan from the PWB.  The WIFIA loan amount is for a maximum of $134.5 million and will save WTD approximately $27.1 million in interest over the life of the bonds to 2051. The PWB loan is for $3.5 million and will save WTD approximately $0.85 million in interest over 20 years versus conventional bond financing.
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For rate and budget development, WTD uses RCEs, in which each detached single-family residence (SFR) is assigned one RCE and multi-family, commercial, and industrial customers are assigned an equivalent based on water consumption. WTD maintains conservative forecasts of the customer base in rate development. RCE and new connections (those establishing a new demand on the system and, therefore, pay the capacity charge) forecasts take into consideration historical growth rates as well as regional economic forecasts and local water demand forecasts.
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. SPU projects that customers will continue to reduce their daily water use over the forecast period through changes in the market for appliances and fixtures as well as utility-based programs to encourage conservation.
The relative share of total RCEs represented by detached SFR and multi-family, commercial and industrial customers is shown in Charts 6.1 and 6.2.
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Viewing RCE growth at the aggregate level can mask underlying trends that occur at the local level. To gain further insight into the outlook for system growth, WTD reaches out to its ten largest component agencies for their view on the local outlook for RCE’s and SFR customers. In the latest rounds of these discussions, four out of ten have experienced slight decreases in the number of RCEs from 2017 to 2018, while the rest experienced RCE growth. All of these agencies saw increases in SFR’s from 2017 to 2018. Overall, the agencies support moderated growth in both RCE’s and SFR’s in the near future.
As discussed in Section 3.1, decreases in SPU billings in 2018 and reporting to date for 2019 billings have resulted in 2018 and 2019 RCEs being lower than previously projected. RCEs grew by only 0.44 percent in 2018 and the forecast has been lowered to 0.39 percent for 2019 before returning to long-run average of 0.62 percent. Table 6-1 shows current and projected RCEs compared to those used in the 2019 sewer rate process.
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	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	2020 Rate Proposal
	760,571
	763,552
	768,286
	773,049
	777,842
	782,665
	787,517
	792,400

	Percent Increase from Prior Year
	0.44%
	0.39%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	2019 Adopted Sewer Rate
	761,790
	765,980
	770,370
	775,500
	780,310
	785,150
	790,018
	794,020

	Percent Increase from Prior Year
	0.60%
	0.55%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	Change between 2020 Rate Proposal and 2019 Adopted Sewer Rate
	(1,039)
	(2,424)
	(2,439)
	(2,455)
	(2,470)
	(2,485)
	(2,501)
	(2,522)
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New connections to the sewer system represent additional demands on the available capacity of the sewer system. These are not simply new customers (those establishing a new accounts), but those that are establishing a new service through new construction or a significant change of use. These new demands on system capacity are subject to the capacity charge that is paid in addition to the monthly sewer rate.
The number of new connections to the system tends to reflect the cycles of residential and commercial construction. For example, between 1998 and 2008, the number of new connections averaged 11,200 per year, with a peak of 13,100. Average connections for 2009 to 2011, a period dominated by the “great recession,” dropped to 6,000 as new construction hit a trough in the region. Following the great recession, the number of new connections rose again to a peak in 2018 of 13,485. Predicting the number of connections in a given year is problematic and requires identifying future turns in the economy. Fortunately, the long-run average has been fairly stable at 10,000 new connections per year, which is used in projections.
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The proposed sewer rate is, in part, based on projections of demand for conveyance, storage, treatment, and renewables in the WTD service area, as well as on the cost of facilities needed to service demand. Changes in the service area economy affect demand and thereby, the cost of service, through the numbers of new accounts and the number of new RCEs served. The closest geographic jurisdiction to the WTD service area for which economic data are kept is King County.
Like much of the United States, King County experienced an economic decline during the great recession of 2007 to 2009, and began to climb again during 2010. The expansion has persisted to this day, albeit currently more slowly than in the fastest-growth years of 2015 to 2017. This slowdown in growth is expected to continue and stabilize at nearly the long-term rate over the next ten years. Chart 6-2 shows the history and forecast for two economic indicators, residential building permits and percent change in employment, that tend to be closely associated with the number of WTD’s new connections and RCEs. It is evident that these two economic indicators tend to trend together.
[bookmark: _Toc3457415][bookmark: _Toc3984210]Chart 6‑2 History and Projections, King County Economic Indicators
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Table A-1 presents a summary of the general assumptions used in developing the 2020 rate proposal compared to the values underlying the 2019-2020 Adopted Biennium Budget. Discussion of the various assumptions is included in the main body of the paper.  
Table A-1 Assumptions Comparison: 2019-2020 Adopted Budget and 2020 Proposed Rate
	
	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	I. Wastewater Spending
	
	
	
	
	
	
	
	

	Operating Expense (000's)
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	($148,497)
	($172,758)
	($168,886)
	($177,064)
	($185,917)
	($195,213)
	($207,773)
	($218,864)

	Adopted 2019-2020 Budget Forecast
	($159,620)
	($167,366)
	($168,134)
	($176,800)
	($185,640)
	($194,922)
	($207,468)
	($218,544)

	    Difference
	$11,123
	($5,392)
	($752)
	($264)
	($277)
	($291)
	($305)
	($320)

	Capital Expenditures (000's)
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	($231,197)
	($226,140)
	($271,825)
	($268,794)
	($277,304)
	($267,533)
	($216,894)
	($236,175)

	Adopted 2019-2020 Budget Forecast
	($208,020)
	($219,708)
	($263,490)
	($267,466)
	($275,666)
	($265,134)
	($225,617)
	($236,175)

	    Difference
	($23,177)
	($6,432)
	($8,335)
	($1,328)
	($1,638)
	($2,399)
	$8,723
	$0

	
	
	
	
	
	
	
	
	

	CIP Accomplishment Rate
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	94%
	88%
	87%
	86%
	86%
	85%
	85%
	85%

	Adopted 2019-2020 Budget Forecast
	85%
	85%
	85%
	85%
	85%
	85%
	85%
	85%

	II. Customers
	
	
	
	
	
	
	
	

	Total RCEs 
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	760,571
	763,552
	768,286
	773,049
	777,842
	782,665
	787,517
	792,400

	Percent Change
	0.44%
	0.39%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	Adopted 2019-2020 Budget Forecast
	761,786
	765,976
	770,725
	775,504
	780,312
	785,150
	790,018
	794,916

	Percent Change
	0.60%
	0.55%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	    Difference
	(1,215)
	(2,425)
	(2,440)
	(2,455)
	(2,470)
	(2,485)
	(2,501)
	(2,516)

	New Connections
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	13,485
	10,000
	10,000
	10,000
	10,000
	10,000
	10,000
	10,000

	Adopted 2019-2020 Budget Forecast
	12,000
	11,000
	10,500
	10,000
	10,000
	10,000
	10,000
	10,000

	    Difference
	1,485
	(1,000)
	(500)
	-
	-
	-
	-
	-




Table A-1 Assumptions Comparison: 2019-2020 Adopted Budget and 2020 Proposed Rate (continued)
	 
	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	III. Interest Rates
	
	
	
	
	
	
	
	

	Bond Interest Rate
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	4.00%
	6.00%
	6.00%
	6.00%
	6.00%
	6.00%
	6.00%
	6.00%

	Adopted 2019-2020 Budget Forecast
	4.00%
	6.00%
	6.00%
	6.00%
	6.00%
	6.00%
	6.00%
	6.00%

	    Difference
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%

	Variable Debt Interest Rate
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	2.08%
	3.10%
	3.15%
	3.38%
	3.49%
	3.56%
	3.62%
	3.67%

	Adopted 2019-2020 Budget Forecast
	2.57%
	3.23%
	3.53%
	3.58%
	3.64%
	3.71%
	3.77%
	3.82%

	    Difference
	-0.49%
	-0.13%
	-0.38%
	-0.20%
	-0.15%
	-0.15%
	-0.15%
	-0.15%

	
	
	
	
	
	
	
	
	

	Investment Interest  Rate
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	1.74%
	2.30%
	2.50%
	2.70%
	2.74%
	2.81%
	2.87%
	2.93%

	Adopted 2019-2020 Budget Forecast
	1.55%
	2.00%
	2.30%
	2.67%
	2.96%
	3.15%
	3.25%
	3.31%

	    Difference
	0.19%
	0.30%
	0.20%
	0.03%
	-0.22%
	-0.34%
	-0.38%
	-0.38%

	
	
	
	
	
	
	
	
	

	IV. Reserves
	
	
	
	
	
	
	
	

	Bond & Loan Reserves (000's)
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	$163,364
	$155,561
	$149,935
	$154,719
	$168,021
	$180,414
	$189,142
	$195,737

	Adopted 2019-2020 Budget Forecast
	$162,718
	$155,520
	$147,378
	$158,990
	$171,337
	$182,477
	$191,495
	$198,018

	    Difference
	$645
	$41
	$2,558
	($4,270)
	($3,316)
	($2,062)
	($2,354)
	($2,282)

	Rate Stabilization Reserve (000's)
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	$46,250
	$46,250
	$46,250
	$46,250
	$46,250
	$46,250
	$46,250
	$46,250

	Adopted 2019-2020 Budget Forecast
	$46,250
	$46,250
	$46,250
	$46,250
	$31,850
	$12,000
	$12,000
	$12,000

	    Difference
	$0
	$0
	$0
	$0
	$14,400
	$34,250
	$34,250
	$34,250

	Rate Stabilization Use (000's)
	
	
	
	
	
	
	
	

	2020 Proposed Rate Forecast
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	Adopted 2019-2020 Budget Forecast
	$0
	$0
	$0
	$0
	$14,400
	$19,850
	$0
	$0

	    Difference
	-
	-
	-
	-
	(14,400)
	(19,850)
	-
	-


   


Table A-2 Sewer Rates and Capacity Charges (2010–2019 Actual; 2020–2025 Projected)
	Year
	Sewer Rate
	% Increase

	
	($/RCE/Month)
	

	2010
	31.90
	0.0%

	2011
	36.10
	13.2%

	2012
	36.10
	0.0%

	2013
	39.79
	10.2%

	2014
	39.79
	0.0%

	2015
	42.03
	5.6%

	2016
	42.03
	0.0%

	2017
	44.22
	5.2%

	2018
	44.22
	0.0%

	2019
	45.33
	2.5%

	2020
	45.33
	0.0%

	2021
	47.37
	4.5%

	2022
	47.37
	0.0%

	2023
	49.50
	4.5%

	2024
	49.50
	0.0%

	2025
	51.90
	4.8%

	
	
	

	Year
	Capacity Charge
	% Increase

	
	($/RCE/Month)
	

	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
	60.80
	3.6%

	2018
	62.60
	3.0%

	2019
	64.50
	3.0%

	2020
	66.35
	2.9%

	2021
	68.34
	3.0%

	2022
	70.39
	3.0%

	2023
	72.50
	3.0%

	2024
	74.68
	3.0%

	2025
	76.92
	3.0%


The following table lists non-market rate financing that WTD has received from the Washington State Department of Ecology through its State Revolving Fund Program and the Department of Commerce through the Public Works Board. It also includes the loan from the U.S. Environmental Protection Agency through its Water Infrastructure Finance and Innovation Act Program.
Table A-3 Non-Market Rate Financing ($ in millions)
	Project
	Loan Amount
	Loan Type
	Term (Years)
	Interest Rate
	Estimated Debt Service Savings

	Henderson/MLK CSO
	$      57.50
	SRF
	20
	1.5%
	$            64.80

	Ballard Siphon
	$      31.90
	SRF
	20
	2.8%
	$            41.70

	Murray CSO (Construction)
	$      30.70
	SRF
	20
	2.4%
	$            11.80

	Fremont Siphon (Construction)
	$      29.50
	SRF
	20
	2.7%
	$            15.70

	S. Magnolia CSO (Construction)
	$      26.50
	SRF
	20
	2.7%
	$            12.30

	Carnation Treatment Plant
	$      14.10
	SRF
	20
	3.1%
	$            14.10

	Denny Way CSO/Elliott West Pipelines
	$      12.50
	SRF
	20
	1.5%
	$            14.10

	Ballard Siphon
	$      10.00
	PWB
	20
	0.5%
	$            13.40

	Juanita Bay Pump Station
	$      10.00
	PWB
	20
	0.5%
	$            12.30

	Hidden Lake Pump Station
	$      10.00
	PWB
	20
	0.5%
	$            12.00

	North Creek Storage
	$      10.00
	PWB
	20
	0.5%
	$            10.40

	North Beach CSO (Construction)
	$        9.10
	SRF
	20
	2.4%
	$              7.40

	Barton CSO (Construction)
	$        8.50
	SRF
	20
	2.7%
	$              4.00

	S. Magnolia CSO Control - Design
	$        5.10
	SRF
	20
	2.7%
	$              6.40

	Barton CSO Control - Design
	$        5.00
	SRF
	20
	2.7%
	$              5.70

	Vashon Treatment Plant
	$        5.00
	SRF
	20
	1.5%
	$              3.90

	Murray CSO Control - Design
	$        4.60
	SRF
	20
	2.7%
	$              6.20

	North Beach CSO (Construction)
	$        3.00
	SRF
	20
	2.7%
	$              1.50

	North Beach CSO Control - Design
	$        2.90
	SRF
	20
	2.7%
	$              3.60

	Fremont Siphon – Facilities Plan
	$        2.20
	SRF
	20
	2.7%
	$              2.70

	Brightwater Outfall
	$        1.60
	SRF
	20
	2.6%
	$            11.80

	Barton CSO Facilities Plan
	$        1.10
	SRF
	20
	1.5%
	$              0.90

	South Plant Agitation Blowers
	$        0.67
	PWB
	10
	1.0%
	$              0.85

	Murray CSO Facilities Plan
	$        0.60
	SRF
	20
	1.5%
	$              0.50

	North Beach CSO Facilities Plan
	$        0.50
	SRF
	20
	1.5%
	$              0.40

	Environmental Lab HVAC System
	$        0.33
	PWB
	10
	1.0%
	$              0.33

	West Point Dewatering Centrifuges
	$        0.30
	PWB
	5
	1.0%
	$              0.38

	Brightwater Reclaimed Water Pipeline
	$        7.00
	PWB
	20
	0.5%
	$              8.60

	Rainier Valley WWS (Construction)
	$      21.00
	SRF
	20
	2.0%
	$              5.30

	Georgetown Wet Weather Treatment Station
	$    134.50
	EPA
	31
	3.1%
	$            27.10

	Total
	$    286.80
	
	
	
	$          320.20


[bookmark: _Toc3451438][bookmark: _Toc3457412][bookmark: _Toc3984213]APPENDIX B: Wastewater Treatment Division Capacity Charge Affordability Study

SUMMARY
The King County capacity charge is a 15-year monthly charge for new connections to the wastewater system. The King County Wastewater Treatment Division (WTD) is nearing completion of a data analysis and stakeholder engagement process to identify affordability challenges for its capacity charge customers and evaluate possible mitigating measures. WTD is recommending a suite of policy changes which, together, will assist low-income customers most in need, help customers with temporary hardship, and support affordable housing development. The recommended improvements are as follows:
· Connecting customers with support services
· Additional payment plan options
· Payment deferral through property liens
· Reduced charge for income-restricted, affordable housing
The first two improvements can be implemented under existing authority, whereas the others require changes in King County Code. The reduction of charges for new affordable housing is the only recommended assistance that would have a substantive fiscal impact (an estimated $2.25 million annually). WTD recommends that these policy changes be incorporated in the legislation to adopt the sewer rate and capacity charge for 2020.
BACKGROUND
The King County wastewater capacity charge is a 15-year monthly charge for new connections to the wastewater system. The WTD capacity charge generated approximately $71 million and $82 million in revenue in 2016 and 2017, respectively. The 2019 capacity charge is $64.50 per month per Residential Customer Equivalent (RCE).[footnoteRef:3] Customers may elect to pay off the charge early as a lump sum at a discounted rate.  [3:  A residential customer is a single-family home, which is charged one RCE. All other customer classes are assigned a multiple or fraction of this amount based on estimated relative wastewater flow.] 

In early 2018, WTD initiated a study to identify the affordability challenges of its capacity charge customers. A project team of WTD staff and consultants researched and analyzed socioeconomic, demographic, and billing data; facilitated stakeholder engagement; and developed potential options to address these affordability challenges.[footnoteRef:4] The policy objectives of the study are to assist the low-income customers most in need, help customers with temporary hardship, and support affordable housing development. [4:  The project team used capacity charge customer billing data and U.S. Census data to develop a baseline and the estimates for the potential options.] 

Stakeholder engagement. The project team engaged various stakeholder groups to gather quantitative and qualitative information, ideas, and opinions to consider when developing the potential options.
Subsidized Housing Agencies. The project team met with many subsidized housing agencies[footnoteRef:5] to solicit input on how a potential capacity charge discount could increase the development of affordable housing. [5: King County Department of Community and Housing Services, King County Housing Development Consortium, Snohomish Development Consortium, Bellwether, Mercy, Low-Income Housing Institute, Seattle Office of Housing, King County Housing Authority, Seattle Housing Authority, A Regional Coalition for Housing, Vashon Household and BLOCK Project] 

For-Profit Developers. WTD provided informational materials and discussed the study with Master Builders Association staff and members.[footnoteRef:6]  [6:  Patricia Akiyama of Master Builders Association of King and Snohomish County.] 

Sewer Agencies. The project team convened three meetings with representatives from several sewer agencies.[footnoteRef:7]  [7:  Representatives from the cities of Bellevue, Auburn, Seattle, Bothell and Redmond, Valley View Sewer District, and Sammamish Plateau Water were active participants in the stakeholder meetings.] 

MWPAAC. The MWPAAC Rates and Finance Subcommittee received five briefings on the affordability study between December 2017 and January 2019. Full MWPAAC received a presentation of WTD’s recommendations on January 23, 2019. 
AFFORDABILITY ENHANCEMENT OPTIONS 
Four options for policy or program change were developed that are administratively practical, legally feasible, and cost-effective. Together, they meet all of WTD’s policy objectives. Two of the four options would require changes to King County Code for implementation. 
Option 1 – Connecting customers with support services. This option would have WTD work with Washington 2-1-1 as a partner to connect any customer experiencing financial hardship with free support services. This would require minimal resources for training.
Option 2 – Payment plans. This option would allow delinquent account holders up to a full year to pay the balance due through small, monthly payments. This assistance is designed for customers who experience acute hardship and temporary inability to pay. WTD can offer customers such payment arrangements under existing authority. To qualify for this assistance, customers would need to have a record of on-time bill payment or successful completion of previous payment plans. 
Option 3 – Payment deferral through property liens. This option would allow qualifying low-income homeowners to defer payment of the capacity charge through the placement of a property lien for the balance owed, including waiving the fees and a reduction in the interest rate.[footnoteRef:8] To be eligible for this assistance, the customer would need to be qualified for the property tax exemption program for senior residents and disabled persons. This program is administered in every county in WTD’s service area and is similarly aimed at preserving housing affordability for residents with limited income. [footnoteRef:9] It also could help low-income customers who convert from septic systems to sewer.  [8:  Currently, property liens include late fees and lien recording fees and interest of the prime lending rate plus four percentage points. This option would waive late fees and reduce the interest rate. ]  [9:  Washington State’s property tax exemption program for senior citizens and disabled persons.] 

Option 4 – Reduced charge for new affordable housing. This assistance would expand the existing low-income housing rate class, which is limited to studio-sized units in multi-family buildings, to include all unit sizes and more structure types, as summarized in the table below.[footnoteRef:10] Requirements to qualify for the discount would include: [10:  Examples of fees reduced for affordable housing include sewer connection fees for the cities of Everett and Bellingham and transportation, school, and park impact fees in several cities in WTD’s service area. ] 

· For rental housing, a restriction on occupancy to households with incomes below eighty percent of the median income for the County where the housing is located
· For owner-occupied housing, a restriction on sale to households with incomes below eighty percent of median income for the County where the housing is located
· For owner-occupied housing, the structure must be the principal residence of the owner
· Restriction on price of the housing, whether rent or purchase price, to be affordable to households with incomes below eighty percent of median income for the County where the housing is located
· An enforceable affordability covenant with a duration of at least forty years
This revision of the rate classification would reduce the capacity charge for more affordable housing projects than under the existing rate structure.
 
	Housing Type
	Income 
Restriction
	Size
	Capacity Charge 
Amount 

	Multifamily 
	0–80% AMI
	≤400 sq. ft.
	Maintain
Existing 50% Discount 

	
	
	>400 sq. ft.
	Create New Discount

	
	>80% AMI or none
	all sizes
	Maintain Full Charge

	Other Housing Types[footnoteRef:11] [11:  Including single family homes, detached accessory dwelling units, tiny homes, etc.] 

	0–80% AMI
	all sizes
	Create New Discount

	
	>80% AMI or none
	all sizes
	Maintain Full Charge





SOCIAL BENEFITS AND FISCAL IMPACT
The study identified the estimated benefits and estimated costs for Options 2, 3, and 4. 
	
	Preliminary Estimate of Benefits
	Preliminary Estimate of Costs

	
Option
	Households Assisted Annually
	People Assisted Annually
	Delayed Revenue
Annually
	Foregone Revenue Annually

	2
	100
	220
	$100,000
	---

	3
	1,800[footnoteRef:12] [12:  Total homes enrolled in a typical year, with roughly 120 new enrollees annually. ] 

	3,000
	$1M
	---

	4
	760[footnoteRef:13] [13:  In addition to roughly 250 very small units which qualify for a discount under the existing policy. ] 

	1,500
	---
	$2.25M



Together, these policy changes could reduce housing costs or make monthly bills more manageable for more than 2,500 households annually. Construction costs of each unit in a subsidized, income-restricted, multifamily building would be reduced by about $3,000. These savings would increase the number or improve the quality of affordable homes for low-income residents. Customer eligibility is summarized in the following table:

	
Option
	Renters: 
all incomes, market rate
	Homeowners: all incomes, market rate
	Homeowners: low-income property tax exempt 
	Homeowners: affordable, income-restricted housing
	Developers: affordable, income-restricted housing

	1
	✔
	✔
	✔
	✔
	✔

	2
	
	✔
	✔
	✔
	

	3
	
	
	 ✔*
	 ✔*
	

	4
	
	
	
	 ✔*
	 ✔*


* Eligibility qualifications would apply.
Options 1, 2, and 3 would have a minimal fiscal impact.[footnoteRef:14] Options 2 and 3 would result in approximately $1.0 million in delayed revenue annually. Option 4 would have an annual revenue impact of roughly $2.25 million, depending on the realized participation.  [14:  WTD anticipates the administrative fiscal impact for Options 1, 2, and 3 to be minimal; however, the cost estimates are currently unknown.] 

WTD recommends an incremental increase of $0.50 in the 2020 capacity charge rate, which will generate sufficient revenue to offset approximately three years’ worth of revenue impacts from the expanded low-income housing rate class. For single-family residences connecting in or after 2020, the cost would be $6.00 annually, a total of $90 over the 15 years of the charge. In 2022, WTD will conduct a comprehensive review of capacity charge revenue requirements. Before that time, funding needs and strategies would be reassessed based on up-to-date information. 
RECOMMENDATION
WTD recommends implementing Options 1, 2, and 3 because they would have a minimal fiscal impact, and Option 4 because it would result in approximately $2.25 million of forgone revenue. The 50 percent reduction aligns with the current charge collected from studio-sized low-income housing units and the level of rate relief assistance typically offered by wastewater utilities for customers in need.
WTD recommends that these discounts apply prospectively to new connections after the effective date of the ordinance. The other options would be available to both current and future customers. WTD will maintain performance measures and report to stakeholders on the effectiveness and financial impact of the policy changes. MWPAAC stakeholders expressed support for the four options.
WTD also recommends that the King County Code changes necessary to implement two of the four options be incorporated in the legislation to adopt the sewer rate and the capacity charge for 2020, which will be transmitted to Council on April 18, 2019.
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Single Family and non-Single Family RCEs 
(% of total; %'s add to 100)

Single Family	Single Family


2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	0.45998791407226247	0.47677172812251828	0.48616075973192302	0.49497997803157823	0.50432355181258703	0.51433897937767215	0.51483217588668084	0.52286269916702666	0.5322059010422211	0.53648718844270038	0.53816479753270074	0.54262624001224247	0.53826241229793759	0.53791939612344064	0.53978410836618529	0.53131576206894604	0.53887135477853976	0.53666439571217461	0.54374703172256633	non-Single Family	non-single Family


2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	0.54001208592773764	0.52322827187748167	0.51383924026807692	0.50502002196842177	0.49567644818741297	0.4856610206223278	0.48516782411331927	0.4771373008329734	0.46779409895777896	0.46351281155729968	0.46183520246729926	0.45737375998775748	0.46173758770206236	0.46208060387655941	0.46021589163381471	0.46868423793105402	0.46112864522146013	0.46333560428782544	0.45625296827743367	YEAR	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	



Percent change employment	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	2026	2027	2028	3.0109601953682619E-2	-1.3895923010432187E-2	-3.6124783341084266E-2	-1.3552686163865957E-2	4.4913006563607194E-3	2.1051744649016602E-2	2.747112380151262E-2	2.0468116758934896E-2	1.3996823082802257E-2	-5.1956160521750672E-2	-1.3167331662849779E-2	1.598057221600202E-2	2.2947347703396792E-2	3.4169036731068747E-2	2.9046176790275213E-2	3.2356896175951277E-2	3.477496689400339E-2	3.0431380763812577E-2	2.870550420326623E-2	1.8413141548225598E-2	9.4765957079194774E-3	4.0156630050502962E-3	5.9156769088262173E-3	7.6657183730399758E-3	9.5452340029116289E-3	8.8096371084291913E-3	8.5296501765752542E-3	9.0462667788957507E-3	9.0679084225320228E-3	Housing permits (thous., right axis)	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	2026	2027	2028	11.808887848579204	10.059229569077972	10.531119847161452	9.8264192074761905	11.251233525157883	12.416716125329005	13.867467610834176	16.368312057254343	9.9547056819044091	3.3141731769484162	5.9355343976440125	5.9264721082440541	10.863349150682325	11.124086743161843	14.068207152570498	19.460362584995522	16.992623774190061	18.228898907127682	14.96855560865894	13.182753486847851	12.617169756016946	11.65441752857973	11.497634819872783	11.727090663549752	12.129889291013072	11.830250497397074	11.345586186605514	11.012180473071616	10.728636452077531	
% change employment from previous year


number of residential building permits (thous.)
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