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Preamble
In 2009, the King County Regional Water Quality Committee (RWQC) created a seven-member Financial Policy Work Group (FPWG) to review the King County Wastewater Treatment Division’s financial policies.  During the effort, work group members identified significant differences of opinion about certain cost allocations. As a result, two papers were prepared.

This paper represents the analysis and recommendations of five work group members: King County Executive, King County Council staff, City of Bellevue, Sound Cities Association (formerly Suburban Cities Association), and two members of the Metropolitan Water Pollution Abatement Advisory Committee. 

The other two work group members, Seattle Public Utilities and Section 4 of the Association of Sewer and Water Districts, do not agree with all statements in this paper.  The opinions and recommendations of those two work group members are in a separate report.

Section 1.  Executive Summary
The King County capacity charge is an additional fee that new connections (‘growth customers’) to the regional wastewater system pay in addition to the regular monthly sewer rate.  The capacity charge is designed to provide a means by which growth customers can pay their equitable share of the cost of their service.  The basic approach is to identify (allocate) the costs of serving each customer group and then design rates and the capacity charge so that each pays their proportionate share. The approach also ensures that existing and growth customers equitably share the cost of adding capacity to the sewer system with the commitment of a “payback” to existing customers, who necessarily “front” some of the costs of critical sewer infrastructure to allow the region’s economy to expand as growth customers arrive. It is in the allocation of costs between customer classes that the complexity of the methodology resides.

The Financial Policies Work Group (FPWG) reviewed the capacity charge methodology in depth, beginning in the fall of 2009, at the request of the Regional Water Quality Committee. A major focus of this effort was to examine the underlying cost allocation and rate calculation procedures of the capacity charge.  Although the FWPG had lengthy discussions regarding how certain costs associated with growth are allocated either to existing customers (those who connected to the sewer system prior to 2003) or current growth  customers (those connecting between 2003 and 2030), there was no consensus on changing any of the allocations used to calculate the capacity charge. However, five of the seven work group members recommend  exploring an extension of  the calculation period for the current capacity charge methodology from 2030 to 2040.

The two members of FPWG, who do not support an extension of the existing capacity charge methodology, the City of Seattle (Seattle) and the Sewer Districts (Districts), disagree with several of the assumptions in the current methodology on the premise that they do not allocate costs between current growth and existing customers consistent with the overall goal or stated policy. Seven allocation issues raised by Seattle and the Districts were discussed by the FPWG as described below. Seattle and the Districts identified three of those as primary issues: 1) cost allocations for available (excess) capacity in facilities completed prior to 2003, 2) available capacity in facilities constructed between 2003 and 2030 and 3) debt service on pre-2003 Regional Wastewater Services Plan (RWSP) capacity project expenditures. Revising these allocations would increase the capacity charge by an estimated $15 per month while resulting in an approximate $1.37 reduction in the sewer rate (2011). 

In addition, the work group discussed the possibility of extending the calculation period for the capacity charge. As a result of those discussions, five of seven members of the FPWG recommend exploring an extension of the existing capacity charge horizon of 2030 by 10 years through 2040.  A ten-year extension of the capacity charge methodology will, in the view of the five members, ensure additional growth costs (for capital debt that extends beyond 2030) are included in the current calculation and also expand the pool of future growth customers who will be using and paying for capacity.  

Section 2.  Workgroup Background
In September 2009, the King County Regional Water Quality Committee (RWQC) chartered the Financial Policies Work Group (FPWG) for the purpose of reviewing selected financial policies from the RWSP. The work group was directed to make recommendations back to the RWQC on any changes to those policies. The membership of the FWPG is comprised of the following representatives:
· City of Bellevue, Anne Weigle
· City of Seattle, Sherri Crawford
· King County Executive, Pam Elardo, P.E.
· King County Council, Beth Mountsier
· Metropolitan Water Pollution Abatement Advisory Committee, Wes Jorgenson and Scott Thomasson 
· Sewer Districts, Ron Speer and Ken Goodwin
· Suburban Cities Association, Dave Christensen
The work group was staffed by the King County Wastewater Treatment Division. 

Since its inception, the FPWG has discussed a wide variety of topics associated with the financial policies of the Wastewater Treatment Division (WTD) including:

· Green infrastructure and fees (report citation)
· Short-term variable debt limits (report and legislation citation)
· Financial reserve requirements(report and legislation citation)
· Low income rate subsidies (report citation)
· Capacity charge

With respect to the capacity charge, the work group was directed to review whether the requirement that new customers pay certain new and existing treatment system costs achieves the principal, “growth pays for growth.”   Much of FPWG’s work examined the underlying cost allocation assumptions and procedures and the impacts on rate calculations for the capacity charge, that in turn affect monthly rates.

1. 
2. 
Capacity Charge Foundations and concepts
Why is there a capacity charge?
Economic development and growth in a region can stress local infrastructure’s ability to serve the additional customers often with the result of a decreasing level of service.  In transportation, for example, this decrease can be reflected in longer commute times and more congestion.  In wastewater infrastructure, decreasing service may result in overflows and limitations on further development until the infrastructure is in place.  With this in mind, available capacity to serve new customers in a wastewater system must be constructed before the growth arrives.

If projections indicate sustained growth resulting in the need for significant new facilities, such as a new treatment plant, alternative ways of paying for facilities to ease the burden on current customers may be needed.  For example, one approach is to finance facilities with debt, in which case the cost is spread over time allowing a greater share to be paid by customers in the future.  Another approach is for (future) growth customers to pay more than the standard sewer rate when they connect to the system.  In this way, growth customers contribute to the cost of the facilities being constructed for their benefit.  Impact fees, connection charges and capacity charges are all intended to allow growth customers to pay an equitable share of the cost of the capacity needed to serve them. 

The King County capacity charge is a fee that is intended to facilitate growth customers paying an equitable share of the cost of the regional sewer system capacity they use.  As a charge paid in addition to the sewer rate, it provides a means for new customers to pay more than the existing customers and thereby pay for the capital projects that add capacity to the system.  The separate capacity charge paid by new customers generates revenues replacing those revenues that otherwise would come from (or be generated by) the monthly sewer rate.  In this way, growth “pays back” existing customers by paying more which, in turn, lowers sewer rates.  King County’s capacity charge policy (Financial Policy-15, King County Code 28.86.160) is intended to ensure growth paying their share of growth during the 2003 to 2030 period.


Who pays for our system?
The majority of costs associated with creating and maintaining the wastewater treatment system are paid for through the uniform monthly sewer rate that is charged to all (existing and growth) customers.  In addition, the capacity charge is paid by growth customers with the intention of ensuring that during the RWSP implementation, growth customers are paying for the costs incurred for additional capacity in the system. In order to calculate the capacity charge, customers are divided into groups and the costs of serving these groups is identified and estimated.  In King County’s method of calculating the capacity charge, two groups of customers that will be paying for (and using) facilities in the 2003 to 2030 time period are identified: 

1) existing customers – these customers were connected to the system prior to 2003
2) growth customers – these are customers connecting to the system between 2003 and 2030. 
However, there is also a third customer group defined as:
3) Future growth – these are customers connecting to the system in the relatively distant future, which for current discussion means customers connecting to the system after 2030. 

While it is known that there will be new customers beyond 2030, King County policies regarding the capacity charge define a time-period that ends in 2030.  Therefore, the capacity charge calculations do not account for any capacity charge payments by this future group of customers.

What are they paying for?
To estimate the cost of serving each of these groups, it is necessary to identify the portion of system capacity that each of these groups will use over time and then estimate the costs of each portion.  As an entire facility is rarely devoted to only one customer group, the assignment of costs necessarily requires estimating how much of available capacity in the system will be used by each.  Facilities needed to serve customers consist of treatment facilities, conveyance facilities, pump stations, combined sewer overflow facilities and general facilities.  The capacity and costs for these facilities may be associated with construction of something new, expansion of existing facilities or allocation of existing facilities in which available capacity exists for customer use. 

The costs of these facilities and capacity include the money spent in either cash financing or bonded debt service to create the capacity and to maintain and operate the facilities.  These costs are then allocated to the two customer groups (existing and growth) based on their respective use, or planned/anticipated use, of that capacity.

The approach of charging customer groups for the capacity that they use raises a key question of, who should pay for capacity that is never used or only used by customers connecting after 2030.  

The issue associated with this third group results from an asymmetry in how we treat the cost of the capacity available for them and the revenue they may generate.  Future growth customers will be connecting to the system and using some of the currently-available capacity or capacity that will be created during the 2003 to 2030 period.  However, they are not included in the capacity charge calculation as customers who will be paying rates and capacity charges because they are outside of the calculation period.  In this way, they enter the calculation as a cost but without any offsetting revenues.  Accounting for the cost of capacity that will serve this group can be addressed in several ways as will be discussed later in the text. It also forms the basis of the proposal to extend the period of capacity charge calculation so both the costs and the revenues are accounted. 

History of the King County Capacity Charge  
The County has levied a capacity charge on new connections since 1990. During the 90’s the capacity charge was limited by state law to levels that made it an ineffective tool for enabling growth to pay an equitable share of the costs of their service. As a component of the RWSP, King County and cities and sewer districts adopted a financial policy pledging to pursue legislative changes to the capacity charge. In 2000, the Washington State Legislature amended the provision authorizing the collection of the capacity charge by lifting the cap on the charge. RWQC and King County approved the new capacity charge policy in 2001. The new capacity charge fees were established starting January 1, 2003.   In its current form, King County’s capacity charge is a uniform charge assessed to newly connecting customers during the 2003-2030 planning period of the RWSP. The charge is based upon the costs, customer growth and related financial assumptions used for the plan. This allows for efficient and effective system development, and spreads the costs of the new facilities needed to serve new customers over the lifetime of the plan.

Specifically, King County Code (K.C.C.) 28.86.160, Financial Policies (FP-15) provides a methodology for calculating the capacity charge in support of the RWSP. The methodology requires new connections to pay 95 percent of the incurred costs of the additional system capacity during the life of the 2003 to 2030 capital plan via the capacity charges and sewer rates paid by these growth customers. The policy outlines the conceptual framework and several specific allocation rules by which costs are allocated between existing and newly connecting customers. Given the complexities of the capacity charge, the translation of the policies to actual allocations, in some cases, requires assumptions and technical decisions reflecting the analysts’ understanding of the capacity charge methodology and the legislative intent of the policy.

As stated above, when applying the capacity charge in its current form, the term “existing customer” means a customer who connects, reconnects or establishes a new service on sewers served by the county’s regional sewerage service before Jan. 1, 2003. A “growth customer” is a customer who connects, reconnects or establishes a new service on sewers served by the county’s regional sewage system on or after Jan. 1, 2003 until December 31, 2030.  A new connection to the sewer collection system is defined to include: new single family and multiple unit residential connections, new commercial or industrial connections, and expansions in activity from existing connections as well as septic to sewer conversions. In the following discussions regarding the allocation of costs to different customer groups, a distinction is sometimes made between customers connecting to the system during 2003-30 and new customers connecting to the system beginning in 2031 and beyond. When such a distinction is made, the 2003-30 new customers will be referred to as “current growth customers” and the 2031 and beyond new customers are referred to as “future growth customers.”


Section 3.  Summary of Workgroup Discussions
The Financial Policies Work Group began its discussion of the capacity charge with an overview of the history, principles and implementation of the policies guiding the current capacity charge method. Following this extensive overview, the work group determined which components of the capacity charge required further analysis and possible revision. While reviewing the components of the charge, approximately 15 issues were identified regarding the implementation of the capacity charge and whether “growth is paying for growth.” These issues were centered primarily on the allocation of costs to either new or existing customers or a combination of the two when calculating the capacity charge.

Additionally, the FPWG discussed proposals for alternative capacity charge methodologies.  The two main alternatives discussed were 1) increasing the time period during which the capacity charge is imposed under the current methodology and 2) completely replacing the current methodology with a more project-specific approach.  In considering whether to extend the existing methodology or replace the methodology, the group recognized the risk that a major change in approach could lead to greater volatility in the charge and, thereby, create issues in transitioning to a new system. Further, a major change to the methodology was assessed as having no net benefit. 

A number of the issues regarding the capacity charge calculation were resolved during FPWG’s discussions, others were deferred because the impacts are relatively small. Therefore, in light of the work group’s task to determine if “growth is paying for growth,” FPWG focused its review on seven allocation issues that could result in the greatest potential financial impact. A discussion and evaluation of the seven issues relating to the execution of FP-15 by King County regarding allocation of costs across customer groups followed.

Seven Allocation Issues Reviewed by the Work Group
The Seattle and the Districts disagree with several of the assumptions in the current capacity charge methodology on the premise that they do not allocate costs between current growth and existing customers consistent with the overall goal or stated policy. Seven allocation issues raised by Seattle and the Districts were discussed by the FPWG as described below. Seattle and the Districts identified three of those as primary issues: 1) cost allocations for available (excess) capacity in facilities completed prior to 2003, 2) available capacity in facilities constructed between 2003 and 2030 and 3) debt service paid in 2003-30 on pre-2003 RWSP capacity project expenditures. Revising these allocations would increase the capacity charge by an estimated $15 per month while resulting in an approximate $1.37 reduction in the sewer rate (2011). 

For each of the seven allocation issues discussed further by FPWG, an explanation of both the current approach taken by King County under the existing methodology and Seattle’s and the Districts’ approach as well as an estimate of the financial impact of changing the approach are attached for reference (Attachment A). 

The seven issues may be summarized as follows:

1. Clarifying that the modeling approach for assigning available capacity in existing facilities to new customers is correct.
2. Allocation of the costs for available capacity in facilities completed prior to 2003.
3. Allocation of the costs for available capacity in existing facilities to growth customers for:
a. Capacity at existing facilities in built-out areas that will experience limited   growth.
b. Exclusion of the cost of certain conveyance or pipes from the 2008 capacity charge update.
c. Cost of existing capacity when flows are redirected as the result of Brightwater coming on-line thereby reducing flows to certain pump stations.
4. Allocation of the costs to growth customers temporarily using capacity in facilities.
5. Allocation of the debt service associated with expenditures made prior to 2003 on RWSP capacity projects.
6. Allocation of the costs for projects not explicitly or otherwise assigned in Financial Policy-15. And
7. Allocation of the 2003-30 debt service on new facilities constructed between 2003 and 2030 that are projected to have available capacity in 2030.

Of these seven issues, Issue 1 regarding the modeling of the costs was addressed and resolved during the work group’s discussions. 

Overall, for the remaining issues, 2 through 7, five of seven members of the work group supported continuing the County’s current approach with the exception of issues 3b and 6. The City of Seattle and the Districts did not support continuing with the County’s current approach. 

For issues 3b and 6, SPU recommended making adjustments to include certain facilities, conveyance pipes and select capital projects in the allocation of costs to new customers. Based on this input, the County incorporated the cost of certain conveyance or pipes that were previously not counted as growth costs. These changes were incorporated in the 2010 capacity charge update.

Primary Allocation Issues
Although Seattle and the Districts have raised a number of issues that are discussed in their separate report, three of those issues are the focus of this discussion. Those are issues two, five and seven from the above list. A brief description of the current allocation method follows:

Issue 2:   Allocation of the costs of available capacity in facilities completed prior to 2003 allocated. Some facilities and categories of facilities that were constructed prior to 2003 have available capacity beyond that needed to serve existing and current growth customers between 2003 and 2030. This available capacity will either remain unused or be consumed by future growth customers after 2030. Seattle and the Districts recommend that the costs of any available capacity in existing facilities which will not be used by 2030 should be allocated to current growth customers. The current capacity charge methodology allocates the cost of the capacity that is unused by 2030 to existing customers.  The rationale for the current methodology is the premise that facilities constructed prior to 2003 are outside of the current capacity charge policies and time frame. These facilities resulted from the decisions of existing customers under previous cost recovery policies, including the previous capacity charge policies.

Issue 5: Allocation of the debt service associated with expenditures made prior to 2003 on RWSP capacity projects. The current capacity charge methodology allocates the 2003-30 debt service on the pre-2003 portion of expenditures on certain facilities built for growth customers to existing customers.  These expenditures lie outside of the current capacity charge calculation period and are subject to the cost recovery policies in place at the time. The rationale is that revenues from capacity charges that were in effect prior to 2003 are not included as offsets to growth costs between 2003 and 2030 but are assumed to be associated with growth costs incurred prior to 2003. In other words, capacity charge revenues assessed prior to 2003, and continuing to be collected, are dedicated to pay for the expenditures made prior to 2003 for capacity in the system. 

Seattle and the Districts recommend that all debt service cost on individual RWSP projects, including that reflecting expenditures prior to 2003, be allocated in the same proportions between current growth and existing customers. In the view of five of seven members of FPWG, this would create an inequity for current growth customers by charging them for costs being covered by previous capacity charge customers.

Issue 7:   Allocation of costs for available capacity (after 2030) in facilities constructed between 2003 and 2030.  The current capacity charge methodology allocates the cost of available capacity that will not be used until after 2030 between existing and current growth customers in proportion to their average shares of Residential Customer Equivalents (RCEs). This equates to approximately 85% to existing customers and 15% to current growth customers.  From the perspective of five of the seven FPWG members, King County’s allocation of costs for new connections arriving after 2030 ensures that new customers are paying their proportionate share, but are not unfairly burdened. Under this rationale, in future years, those ratepayers (both existing and current growth customers) who paid the costs associated with available capacity will benefit when capacity charge revenues from the cohort of future growth are sufficient to maintain a downward pressure on the rate resulting in lower rate increases. The five FPWG members also contend this cost allocation approach follows our guiding principles of ratepayer equity and certainty, and has been consistently applied through the life of the program.

Seattle and the Districts propose that the 2003-30 costs of debt service on new facilities, which are projected to have remaining capacity in 2030 to serve future growth, should be allocated to current growth customers. Five of the seven FPWG members suggest that such an approach would unfairly burden new customers and increase the capacity charge to a level that may discourage growth in the economy.  Additionally, the five members believe that, if the current capacity charge methodology is continued beyond 2030, existing customers will benefit from lower rates without having contributed to paying the cost. 

Revising the capacity charge allocations to address these three issues as proposed by Seattle and the Districts would increase the charge by an estimated $15 per month for each new customer based on the 2011 charge. The resulting rate decrease is approximately $1.37 per month per ratepayer.

Section 4.  Recommendation
Concurrent with its discussion of the seven allocation issues (Section 3), the FPWG also discussed proposals for alternative capacity charge methodologies and policy changes. One of those proposals was exploring an extension of the existing capacity charge methodology by 10 years to 2040. When considering whether to extend the existing methodology or to significantly change the methodology of the calculation, one consideration was whether a major methodology change could lead to greater volatility in the capacity charge.

Extending the existing methodology for an additional 10 years has several advantages. First, it continues a measured approach to capacity charge increases with steady annual increases between regular updates to make any necessary adjustments every three years. By expanding the period, additional growth costs are incorporated into the capacity charge calculation as would additional future growth customers that will be using the capacity. In this way, five of the seven members suggest that more of the incurred costs associated with future growth (post 2030) would be incorporated into the charge thereby mitigating two of the three primary issues discussed above. Also, other projects producing capacity during the ten-year extension will be included in the new calculation of the capacity charge. Based on its discussions and analysis, five of the seven FPWG members recommend an extension of the existing capacity charge methodology for a 10-year period to 2040. 




ATTACHMENT A

The following presents seven allocation issues identified during the Financial Policies Work Group’s (FPWG) discussion of the capacity charge methodology.  For each, the issue is described, the current approach taken by King County is explained, and an estimate of the impact of changing the approach is provided along with the recommendation of the work group. The recommendations of the City of Seattle (“Seattle”) and Sewer Districts (“Districts”) are presented in a separate stand-alone report. 

Seven Allocation Issues

Issue 1:  Is the allocation of the cost of available capacity in existing facilities appropriately modeled?
Basis for Current Approach: Under the current method the available capacity in existing facilities is appropriately modeled.  The intent of the current methodology is to calculate a dollar amount that needs to be collected from growth customers through the rate and capacity charge.

Explanation of Issue: Discussion of this issue initially raised questions about whether the same costs were being allocated to both new and existing customers.  However, over the course of discussion it was determined that the modeling approach results in single allocations to the intended group.

Recommendation: The entire work group recommended no change in the current approach.

Issue 2: Is the cost of available capacity in existing facilities appropriately allocated?
Basis for Current Approach: In the case of facilities existing before 2003, costs are allocated to 2003-30 growth customers on the basis of their consumption of capacity by 2030.  This approach reflects a perspective that 2003-30 growth customers will pay for the capacity they permanently consume and costs associated with capacity used after 2030 remain allocated to existing customers as a consequence of decisions made prior to the capacity charge calculation period.

Explanation of Issue: Several facilities and categories of facilities put in place prior to 2003, have capacity in excess of that needed by existing customers and growth customers connecting between 2003 and 2030. The current approach allocates the cost of this capacity to existing customers as a consequence of the decisions and policies in place prior to the implementation of the current capacity charge methodology. Seattle and the Districts recommend that that costs associated with any available/excess capacity in facilities constructed prior to 2003 be allocated to growth customers.  The impact would be an increase of the capacity charge by approximately $5 per month.

Recommendation: Five of the seven work group members recommended no change in the current approach.  However, FP-15 does not address this issue directly and should be revised to clarify the current practice. 

Issue 3:  Some facilities with available capacity are omitted from the growth customer cost allocation 
This issue is comprised of three components with a cumulative impact of an approximately $4.70 per month increase in the capacity charge:
 
a. The first component relates to facilities with excess capacity, but no share of this existing excess capacity is allocated to new customers.

Basis for Current Approach:  In these specific facilities, there is no allocation of excess capacity costs to growth customers because the only flow increases are from increases in inflow and infiltration from existing sources.  The rationale is that these facilities are mainly in built-out areas in which new connections are not expected and consequently, the available capacity is projected to be used only for accommodating infiltration/inflow from existing sources, if at all. Under this approach, the unneeded excess capacity is allocated to existing customers.

Explanation of Issue: In the existing facility categories of conveyance projects and pump stations, the County data show some facilities with excess capacity of which no related cost is allocated to new customers.  For these facilities, the cost of the excess capacity is allocated to existing customers.

Recommendation:  Five of the seven work group members recommended no change in the current approach for this component.

b. The second component of Issue 3 addresses conveyance pipe reaches with excess capacity but where construction cost data was missing from WTD records.  

Basis for Current Approach:  These 11 pipe reaches, representing 4 of 143 miles of conveyance, were, in fact, omitted from the growth cost allocation in the 2008 capacity charge calculation.  However, since that time, the costs of these 11 pipe reaches were estimated using the length and average cost per foot of the other pipe reaches for which data are available. The growth customers’ share of the cost of these 11 pipe reaches was then calculated based on the growth customers’ estimated flow at 2030 compared to the 2030 estimated flow as if there were no growth customers.  

Explanation of Issue: There are 11 conveyance reaches for which the County did not have specific cost data.  These reaches were excluded from previous cost assignments to new customers, although their cost were included in the aggregate of debt service and therefore allocated to existing customers.  Based on unit costs from other conveyance projects, the implicit cost of these projects could be estimated. The two sub-issues are 1) whether the cost of these 11 pipe reaches should be estimated and 2) a portion of the cost should be allocated to growth customers in the same way as the costs of the other pipe reaches were allocated, i.e., growth customers’ share should be the percentage of the total capacity of the pipe reach in excess of the existing customers estimated flow at 2030.  Seattle and the Districts recommend that costs associated with excess capacity in conveyance lines created by the development of new facilities (such as Brightwater) should be allocated to existing customers.  However, Seattle and the Districts recommend that available/excess capacity in conveyance lines unrelated to the development of next facilities should not be allocated to existing customers and should be exclusively allocated to growth customers.

Recommendation: The work group recommended and WTD has incorporated additional data into the capacity charge calculation to reflect the costs of the 11 omitted pipe reaches. Five of the seven FPWG members recommended  growth customers pay for the capacity of the pipe reaches needed to serve those customers through 2030 but not for excess capacity serving customers beyond 2030 (i.e. no change in the current allocation methodology).

c. The third component addresses several pump stations in which capacity is created by 2030 due to redirected flows but no cost allocation is made to growth customers.

Basis for Current Approach:  The opening of Brightwater will cause flows at several pump stations to decline significantly as existing flows are redirected to the new plant.  This will have the effect of creating excess capacity at these pump stations.  The cost of this “new” capacity is not allocated to new customers because they will not be using this capacity.  This approach is consistent with FP-15 which states which costs should be allocated to new customers for those facilities necessary to serve them.    

Explanation of Issue: The issue is whether the cost of excess capacity in these pump stations should be allocated to growth customers in the same way as other excess capacity.  Seattle and the Districts recommend that costs associated with excess capacity in pump stations created by the development of new facilities (such as Brightwater) should be allocated to existing customers.  However, Seattle and the Districts recommend that available/excess capacity at the pump stations unrelated to the development of new facilities should not be allocated to existing customers, but should be exclusively allocated to growth customers.

Recommendation: Five of the seven FPWG members recommended no change in the current approach for this component.


Issue 4: Allocation of the costs of existing facilities temporarily used by growth customers
Basis for Current Approach:  Currently, costs associated with temporary use of capacity by growth customers are estimated and allocated in some cases but not others, based generally on whether the cost impact is deemed to be significant.  The current approach allocates costs to existing and growth customers based on the customer category that permanently uses that capacity and, in some instances, based on temporary use.  The rationale is that the capacity was constructed for existing customers and is ultimately consumed by existing customers therefore the cost of that capacity should be allocated to existing customers. Under this rationale, the added flexibility is a side benefit available to all customers.

Explanation of Issue:  The issue raised is whether growth customers should be allocated costs associated with the temporary use of capacity that is ultimately (by 2030) consumed by existing customers.  The question arises because if this capacity was not in already in place, the County would have to build new capacity sooner in which the cost of these capital projects would be assigned to new customers. The City of Seattle estimates that the impact on the capacity charge would be $2.30 per month.  King County has not developed an estimate of this impact.

Recommendation:  Five of the seven FPWG members recommended no change in the current approach.

Issue 5: Allocation of debt service associated with pre-2003 expenditures on new facilities
Basis for Current Approach:  From the initial assessment and execution of the current capacity charge methodology, costs associated with pre-2003 expenditures were not included in the 2003-30 capacity charge calculation. The rationale is these costs were incurred under the capacity charge policies in force when the expenditures were made and the capacity charge revenues associated with those earlier policies are partially credited to these costs. 

Explanation of Issue:  Seattle and the Districts recommend that the 2003-30 debt service associated with expenditures on RWSP projects prior to 2003 should be allocated between existing and new customers in the same proportion as the 2003 -30 debt service associated with expenditures on those same projects that were made in 2003 or later.  If all pre-2003 Brightwater costs and portions of the other projects’ costs were allocated to growth customers, approximately $69.4 million of costs would be shifted to the capacity charge resulting in a corresponding increase of approximately $4.00 per month. Currently, the costs associated with expenditures made before 2003 on Brightwater, conveyance and CSO projects are allocated to existing customers. Furthermore, as a balance in the current approach, capacity charge revenues associated with new connections prior to 2003 are treated as revenues credited solely to existing customers to offset costs generated prior to 2003.

Recommendation:  Five of the seven FPWG members recommended no change in the current approach.

Issue 6:  Are some of the costs of shared facilities or facilities not otherwise assigned in FP-15 allocated to existing customers only?
Basis for Current Approach:   WTD and the City of Seattle discussed 25 projects included in a list of potentially misallocated projects.  Of these, WTD concurred with the City’s analysis on 16 with a total expenditure of $45.2 million; WTD did not concur with the City on 6 projects valued at $53.2 million; and finally, 3 projects worth $40.2 million were not applicable to the capacity charge.

Explanation of Issue:  In the WTD capital program a number of projects were identified as central projects, meaning these projects benefit both growth and existing customers. As such, the costs of these projects should be allocated on a shared basis. The issue is whether the cost of two major CSO projects, several diverse central administrative projects and several non-capacity treatment projects should be allocated 85% to existing customers and 15% to growth customers (respective average proportion of total customers) as these projects provide a benefit to growth customers as well.

Recommendation:  The work group recommended that WTD maintain the prior changes made to the allocation of select projects providing equal benefit to existing and growth customers.  The changes are incorporated in the current capacity charge calculation and will continue in the future.

Issue 7:  Are the costs of available capacity in new facilities allocated appropriately?
Basis for Current Approach:  In the case of facilities built during the 2003-30 period, costs associated with capacity for customers connecting to the system after 2030 are allocated between existing and new customers on the basis of their respective average share of Residential Customer Equivalents (85% to existing customers and 15% to growth customers). This allocation is consistent with the allocation of any compensation from future growth customers (2031 and beyond) that would result if the capacity charge program is continued past 2030. The revenues from future growth customers (2031 and beyond) will reflect their respective average share of Residential Customer Equivalents in the future.

Explanation of Issue:  The issue is whether costs associated with available capacity of new facilities (constructed during 2003-30) that will be used after 2030 should be allocated exclusively to current growth customers or shared proportionally between existing customers and growth customers?  Seattle and the Districts recommend that the 2003-30 debt service costs for RWSP facilities serving both existing and growth customers should be allocated a based on their projected use of the facilities’ capacity, and the remainder of the of the 2003-30 debt service costs of the capacity that will serve future (post 2030) customers should also be allocated to growth customers.  This approach would increase the capacity charge by approximately $6.00 per month. 

Recommendation:  Five of the seven FPWG members recommended no change in the current approach.
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