RWQC Capacity Charge Review
Comparison of Methods, Rationale and Impacts for Four Issues

	Financial Policy Workgroup Issue
	
Allocation Method*
	
Rationale**
	Capacity Charge Monthly Impact
	Sewer Rate Monthly Impact
	Notes

	Issue #5. 
2003-30 debt service on pre-2003 RWSP costs for new customers
	Current:  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.










Seattle/Sewer Districts Proposal: For each RWSP project, allocate all of its 2003-30 debt service consistently, irrespective of when the project construction began

	Current:  The change in state law that lifted the statutory limit on the amount of the capacity charge occurred in 2000. In 2002, the King County Council approved the current capacity charge methodology and the new rate became effective January 1, 2003. 

Revenue from capacity charges in effect prior to 2003 are not included as offsets to growth costs between 2003 and 2030 in the current methodology.  These revenues are treated as related to 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.

Seattle/Sewer Districts Proposal:
· The "growth pays for growth" policy was agreed to before any RWSP projects were started
· Brightwater and the other facilities involved are growth facilities
· The current policies apply to all RWSP costs to be recovered in the 2003-30 period, without either stated or intended exceptions


	Current: No change for new customers. Under the current methodology, the capacity charge will incrementally increase (avg. 3%/year = $1.85 in 2013)  to $55.35 effective January 1, 2014. 








SPU/Districts Proposal: Increase of $5.00-$6.00 per month for new customers, in addition to the annual incremental increase. 


	Current: No change. Rate is $39.79 per RCE with no increase in 2014.
 












SPU/Districts Proposal:
Decrease of 
$0.50 per month





	This allocation issue addresses an estimated $90 million in debt service associated with capacity expenditures prior to the implementation of the current methodology.  




* The allocation of this debt affects  existing customers (approximately  85% of the customer base) and  customers connecting between 2014 and 2030 (approximately 15% of customer base)
**Note that Seattle/Sewer Districts and proponents of the current method may not agree with one another’s rationale.

	Financial Policy Workgroup Issue
	
Allocation Method*
	
Rationale**
	Capacity Charge Monthly Impact
	Sewer Rate Monthly Impact
	Notes

	Issue #2.  
Allocation of costs for excess capacity in infrastructure built before 2003
	Current:  Some wastewater 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 customers after 2030.The current capacity charge methodology allocates the cost of the capacity that is unused by 2030 to existing customers.







Seattle/Sewer Districts Proposal: 
Allocate to new customers the cost of capacity that existing customers are not projected not use by 2030. 






	Current:  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. Costs associated with capacity that will not be used by 2030 should not be allocated to the growth customers who connect between 2003 and 2030. The cost of capacity that will be used after 2030 is paid by existing customers currently. Those who connect after 2030 will repay existing customers through lower rate increases and the capacity charge provided there is a capacity charge in place.


Seattle/Sewer Districts Proposal: 
· Excess capacity was designed and intended for new customers and they should pay for it
· Existing customers have already paid for over 90% of lifetime debt service on these facilities, and will use less than 60% of their capacity
· This approach leads to cost shares for existing and new customers that are in proportion to their projected use of the facilities involved



	Current: No change for new customers. Under the current methodology, the capacity charge will incrementally increase (avg. 3%/year = $1.85 in 2013)  to $55.35 effective January 1, 2014. 


.




SPU/Districts Proposal:
Increase of $7.00-$9.00 per month for new customers 






	Current: No change. Rate is $39.79 per RCE with no increase in 2014.
 











SPU/Districts Proposal:
Decrease of 
$0.75  per month







	This allocation issue addresses an estimated $160 million in debt service associated with the cost of excess capacity built prior to the current capacity charge methodology which will not be consumed prior to 2030.  





* The allocation of this debt affects  existing customers (approximately  85% of the customer base) and  customers connecting between 2014 and 2030 (approximately 15% of customer base)
**Note that Seattle/Sewer Districts and proponents of the current method may not agree with one another’s rationale.


	
Financial Policy Workgroup Issue
	
Allocation Method*
	
Rationale**
	Capacity Charge Monthly Impact
	Sewer Rate Monthly Impact
	Notes

	Issue #7.  
Allocation of costs for excess capacity in new, shared RWSP infrastructure 
	Current: 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.








Seattle/Sewer Districts Proposal: 
Allocate to existing customers the cost of capacity they are projected to use by 2030; allocate the remainder to new customers.








	Current:  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. 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. 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/Sewer Districts Proposal: 
· Excess was intended for new customers and they should pay for it whether or not it is used by 2030
· Post 2030 costs will be disproportionally borne by existing customers due to RCW limits
· The Seattle/Districts approach leads to cost shares for existing and growth customers that are in proportion to their projected use of the facilities involved
	Current: No change for new customers. Under the current methodology, the capacity charge will incrementally increase (avg. 3%/year = $1.85 in 2013) to $55.35 effective January 1, 2014. 







SPU/Districts Proposal: Increase of $5.00-$6.00 per month for new customers.







	Current: No change. Rate is $39.79 per RCE with no increase in 2014.












SPU/Districts Proposal: Decrease of 
$0.50 per month









	This allocation issue addresses an estimated $100 million in debt service associated with the cost of excess capacity that will not be used until after 2030.   






* The allocation of this debt affects  existing customers (approximately  85% of the customer base) and  customers connecting between 2014 and 2030 (approximately 15% of customer base)
**Note that Seattle/Sewer Districts and proponents of the current method may not agree with one another’s rationale.
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Financial Policy Workgroup Issue
	Position on Issue
	Initial Viewpoints*
	Monthly Capacity Charge Impact
	Monthly Sewer Rate Impact
	Notes

	Other Issue
Extension of capacity charge to new customers to 2040
	King County and SCA Proposal:  Recommend exploring an extension of the existing capacity charge methodology by 10 years to 2040.













Seattle/Sewer Districts position: Willing to explore extending the rate calculation period, but preliminary calculations do not support the King County/SCA proposal.  



	King County and SCA Proposal:  By expanding the period, additional growth costs are incorporated in the capacity charge calculation along with the future growth customers who will be using the capacity. Included are more of the incurred costs associated with future growth (post 2030) is brought into the calculation; and other projects adding capacity during the ten-year extension.

Capacity charge continues until 2040 with its current stable pattern of estimated increases.

No reduction in the sewer rate

Seattle/Sewer Districts: 
Preliminary analysis does not support the King County/SCA proposal.  
· Expressed reservations about data, implementation issues and policy questions.  
· Concern that extending the rate period would exacerbate the three issues discussed in detail, thereby continuing the cost shifts from new customers to existing customers.


	Further detailed calculations would be needed to verify initial review

	Further detailed calculations would be needed to verify initial review
	


*Note that Seattle/Sewer Districts and proponents of the current method may not agree with one another’s Initial Viewpoints.
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