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Metropolitan King County Council
REGIONAL WATER QUALITY COMMITTEE

Staff Report

	Agenda Item No.: 


	6
	
	Name: 
	Elizabeth Mountsier

	Proposed Ordinance: 
	2003-0189

	
	Date:
	May 14, 2003

	Attending:
	Tim Aratani, Manager, Finance & Administrative Services, Wastewater Treatment Division (WTD), Department of Natural Resources and Parks (DNRP)

Tom Lienesch, Economist, Financial Services, WTD, DNRP



SUBJECT:
A discussion of Proposed Ordinance 2003-0189 determining the monetary requirements for the disposal of sewage for the fiscal year beginning January 1, 2004, and ending December 31, 2004, setting the sewer rate for the fiscal year beginning January 1, 2004, and ending December 31, 2004, and approving the amount of the sewage treatment capacity charge for 2004; and amending Ordinance 12353, Section 2, as amended, and K.C.C. 4.90.010 and Ordinance 11398, Section 1, as amended, and K.C.C. 28.84.055.

SUMMARY:  Executive staff will give a briefing on the proposed sewer rate and capacity charge for 2004.  Proposed Ordinance 2003-0189 related to this rate setting has been referred to the Budget and Fiscal Management Committee. 
BACKGROUND:

Attached is Proposed Ordinance 2003-0189 establishing the 2004 sewer rate and setting the 2004 capacity charge.  The contracts with the component sewer agencies require that King County adopt the 2004 sewer rate by June 30, 2003.  King County code requires that the capacity charge be adjusted annually for inflation.

The proposed Wastewater Treatment Division (WTD) monthly sewer rate of $23.40 for 2004, supports King County’s agreement to provide rate stability for the ratepayers.  Two years have passed since the adoption of the 2002 WTD sewer rate of $23.40, with the County’s pledge to hold the rate stable through 2004.  Multi-year rates present challenges in times of economic uncertainty and WTD has responded to these challenges.

Last year the Executive recommended staying with the three-year stable rate instead of a one-year rate decrease in 2003.  This option was available because of significant developments in operating reductions, interest rates, debt refinancing, capital expenditure estimates and other factors that affect the sewer rate.  The concurrence on the rate by the Council enabled some capital projects originally scheduled after 2003 to be accelerated.  By using available revenue, more capital was paid with current rather than debt funds potentially keeping rates lower in the future.

In the next section the differences between what was planned for a year ago relative to actual performance during 2002 and projected for 2003 is discussed.  The following section then discusses variables influencing the 2004 rate proposal.

2002-03 Financial Performance

Operating Reductions

Operating expenditures during 2002 were $8.7 million less than projected last year.  These savings can be attributed to a number of factors including: the Productivity Initiative (PI), reduced electricity rates and usage due to lower than expected flows, salary savings, unexpended reserves for implementation of the classification and compensation project, and lower costs to WTD funded programs in the Water and Land Resources Division.  In 2003 WTD anticipates operating expenditures of $83.4 million.  This is only 3.4 percent more than 2002 actual expenses and $1 million less than contained in the 2003 adopted budget.

The Productivity Initiative committed WTD management and the employees to find operating savings of $2.4 million in 2001, $2.3 million in 2002 and $2.4 million in 2003.  These commitments were met in 2001 and 2002, and will be met as well in 2003, unless unforeseen circumstances arise.

Interest Rates and Earnings

In the 2004 rate proposal, King County is assuming interest rates of 5.25 percent for long-term bond issues and 2.0 percent on short-term debt for 2003 and 2004.  The assumed long-term and short-term interest rates in the 2003 adopted rate were 5.2 percent and 2.5 percent respectively.

An important source of WTD revenue is the earnings on cash balances.  The rates of return from these balances have dropped dramatically during recent years.  The 2004 rate proposal maintains the projected return on investments at 2.5 percent for 2003 and 2004. 
Debt Financing

King County has taken advantage of lower interest rates in 2002 and 2003 to refinance $443 million in sewer bonds.  This refinancing will produce ongoing debt service savings of $1.3 million.  In addition to the debt refinancing in the summer of 2002 King County secured State Revolving Fund loans estimated to be $33 million in 2003 and $19.6 million in 2004.  These loans bear an interest rate of 1.5 percent and are paid back over a term of 20 years.  WTD expects the loans to save approximately $250,000 each year in interest payments compared to using revenue bonds. 

Capital Program

In the 2003 proposal, based on projections of financial performance for 2003, the Executive recommended accelerating capital expenditures by $42 million in 2003 and $54 million in 2004.  These projects were planned but not originally scheduled within the rate period.  In moving forward with these projects, a greater percentage of their costs were covered through current revenues instead of additional debt.  This tends to lower rates in the future while keeping the capital program and Brightwater on schedule. 

2004 Projections

The 2004 proposed rate is based on revenue requirements given projections for 2003 and 2004.  The following elements are major elements in determining the rate:

•
Residential Customer Equivalent (RCE) Forecast

•
Operating Expenditures

•
Capital Program

RCE Forecast

In 2002, King County experienced a decline in the Residential Customer Equivalents (RCE’s) of 2.3 percent or 16,374.  This led to the collection of $5.2 million less in sewer revenues than expected.  In discussions with the largest component sewer agencies King County determined that this was a function of economic conditions and water-use reductions due to the drought of 2001 and 2002.  All of the 2002 reduction was in the commercial customer base, as single-family residential RCE’s continued to grow, adding 4,143 in 2002. 

In 2003 and 2004 WTD does not expect the pattern of decline in commercial customers to continue, nor is there an expectation of a rebound until the economy improves.  Consequently, King County assumes no growth in the overall RCE customer base in 2003 and 2004.  Compared to the 2003 rate proposal this translates into a revenue decrease of $5.8 million in 2003 and $7.3 million in 2004.

Operating Expenditure Reductions

In 2004, WTD is projecting operating expenditures of $84.7 million, including assumed Productivity Initiative target reductions of $1.5 million.  WTD is committed to this level even while implementing new odor control and security policies and absorbing expected increases in employee benefits and insurance charges.  The Executive’s 2004 budget proposal will provide the specific line item detail.

Capital Program

The financial plan included in this transmittal includes capital cash flow of $181.5 million in 2003 and $225.8 million in 2004.  This compares to $206.5 million in 2003 and $217.9 million in 2004 projected when the 2003 budget was adopted.  The $33 million reduction for 2003 and 2004 is necessary to meet the County’s pledge of a stable $23.40 rate through 2004 and incorporates the rate elements described above.  These reductions were achieved through additional review of each Capital Improvement Program (CIP) project‘s schedule and budget.  This ongoing review resulted in revisions to meet the reduced cash available to support the capital program.

In order to more effectively rank and prioritize capital projects, WTD has instituted a new prioritization process.  The Division continues to scrutinize its CIP to meet these short-term adjustments and evaluate the later-year expenditure projections.  The final results of the evaluation will be included in the proposed 2004 budget.  In addition, the Division is identifying and evaluating long-term strategies to control costs and lessen sewer rate and capacity charge impacts beyond 2004.

Due to the projections of increased capital expenditures from 2005 through 2008, primarily but not wholly driven by Brightwater, the Executive has asked WTD to work with the Regional Water Quality Committee (RWQC) and Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) to explore cost containment and financing strategies for the future.  The Executive, in his transmittal, contemplates that this work will be completed prior to his submittal of the 2005 sewer rate and capacity charge.

Capacity Charge

Finally, the Executive has included a proposed capacity charge of $18.00 for 2004, an increase of $0.40 over the current $17.60.  This rate is based on the capacity charge methodology passed by Council in Ordinance 14129 in October 2001. 

The methodology contained in Ordinance 14129 was designed to provide an equitable base for allocating the costs of the wastewater treatment system to the customers that use it.  Specifically, it enacts the Regional Wastewater Services Plan (RWSP) policy of growth paying for growth by ensuring new customers bear their equitable share of the cost of new capacity in the system.  The estimated difference in revenue for 2004 between the 2003 capacity charge of $17.60 and $18.00 is estimated at only $193,000

ATTACHMENTS:

1. Proposed Ordinance 2003-0189
2. Wastewater Treatment Enterprise 2004 Rate Forecast 
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