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REVISED STAFF REPORT
SUBJECT:  AN ORDINANCE setting the sewer rate and capacity charge for 2013.
COMMITTEE ACTION:
At its June 5, 2012 meeting, the Budget and Fiscal Management Committee approved a Do Pass recommendation for Substitute Ordinance 2012-0144 with 4 ‘ayes’, no ‘nos’ and 1 excused. The committee amended the legislation to reduce the proposed sewer rate increase by 6 cents, setting the 2013 rate at $39.79 and adjusting the other monetary requirements in the body of the legislation and in the Wastewater Treatment Division Financial Plan (Attachment A to the legislation) to reflect reduced revenue projections and projected operating expenditures. 

SUMMARY:  King County's sewer rates are set for the following year by June 30 of each year.  This proposed ordinance would:

· Set the 2013 monthly sewer rate at $39.85 per residential customer equivalent (RCE) per month, which is a 10.4% or $3.75 increase over the 2012 rate of $36.10;
· Set the monthly capacity charge for new connections to the regional system occurring in 2013 at $53.50, which is a 3.0% or $1.55 increase over the 2012 rate of $51.95.
BACKGROUND:
The Budget and Fiscal Management Committee was briefed on this item on May 15, 2012.  At that time, Councilmember questions were posed regarding the projected increase in the monthly sewer rate over time, whether rate increases projected to occur in the next few years could be deferred to later years to smooth out the impact felt by rate payers, and whether capital expenditures were reasonable.

In response to questions raised by Councilmembers, this staff report provides additional information regarding the Wastewater Treatment Division's (WTD) operating expenses, types of wastewater capital projects, methodology for prioritization in the six-year Capital Improvement Program (CIP) and over the Regional Wastewater Services Planning period, the effect of long-term debt on the rate, and how the county's sewer rate compares to charges by other jurisdictions.
The King County Regional Wastewater Conveyance and Treatment System
The King County regional wastewater conveyance and treatment system collects and treats wastewater from 34 local sewer agencies, including various municipalities, sewer districts and a tribe in King County, southern Snohomish County and the northern tip of Pierce County.  
The system serves about 1.5 million people across 420 square miles, treating an average of 175 million gallons of sewage per day. The infrastructure includes the following:
· three large regional wastewater treatment plants (West Point in the City of Seattle, South Plant in the City of Renton, and Brightwater near Woodinville),

· two small wastewater treatment plants (Vashon Island and City of Carnation,

· one community septic system (Beulah Park and Cove on Vashon Island),

· four combined sewer overflow (CSO) treatment facilities in the City of Seattle (Alki, Carkeek, Mercer/Elliott West, and Henderson/Norfolk),

· 19 regulator stations,

· 42 pump stations,
· 38 CSO outfalls, and
· over 350 miles of pipes.

There are two main sewer charges to customers, a monthly sewer fee and a capacity charge for new connections to the system. The monthly sewer rate collected by the county goes towards all WTD expenses, including operating costs, debt service, and capital expenses.  The capacity charge goes towards capital improvements required to provide capacity for new customers.

The contracts specify that the sewer rate be in place by June 30th of each year.  
Monthly Sewer Rate (as presented on May 15)
The following sewer rate information was presented at the May 15 Budget and Fiscal Management Committee meeting.

The monthly sewer rate for both residential and commercial customers is calculated on the basis of Residential Customer Equivalents (RCEs).  One RCE (750 cubic feet of wastewater) represents the average amount of wastewater a single family residence would generate in a month and is codified as one RCE.  Commercial and industrial customers are charged based on the amount of wastewater generated, converted into RCEs.  

The Executive's proposal includes raising the monthly sewer rate charge to $39.85 per RCE per month.  Historical sewer rates are provided in the following table, along with the Executive’s projections through 2018 (based on establishing a rate of $39.85 in 2013):

Table 1. Sewer Rates (1996-2012 Actual; 2013-2017 Projected)
	Year
	Rate

 ($/RCE/ Month)
	% 
Increase

	1996 - 1999
	$19.10
	

	2000
	19.50
	2.1%

	2001
	19.75
	1.3%

	2002 - 2004
	23.40
	18.5%, 0%, 0%

	2005 - 2006
	25.60
	9.4%, 0%

	2007 - 2008
	27.95
	9.2%, 0%

	2009 - 2010
	31.90
	14.1%, 0%

	2011 - 2012
	36.10
	13.2%, 0%

	2013-2014
	39.85
	10.4%, 0%

	2015
	43.83
	10.0%

	2016
	44.68
	1.9%

	2017
	44.77
	0.2%


The Executive's proposed sewer rate of $39.85 is a 10.4 percent increase over the 2011-12 rate, or an increase of $3.75.  As the Executive noted in his transmittal letter, the proposed rate is $0.03 less per month than was projected in the 2012 budget adopted in November 2011.  The out-year projections are slightly higher than had been projected when the 2012 rate was adopted last year.
Most of the sewer rate (54%) goes towards debt service payments. About a quarter of the rate (28%) goes towards operating expenses (everything from labor costs to operational costs at the treatment plants and conveyance facilities).  The remainder pays for overhead charges from county agencies and other interdepartmental services, including water quality testing (5%) and direct capital payments (8%).  A small amount of the rate (5%) is being used to complete a 2013 payoff of an interfund loan that was arranged three years ago to terminate short-term/variable rate debt when it was extremely volatile during the economic downturn.
Capacity Charge (as presented on May 15)
The following capacity charge information was presented at the May 15 Budget and Fiscal Management Committee meeting.

New connections to the regional wastewater system are assessed a capacity charge designed to pay for capital improvements required to provide capacity for these new customers.  This is in accordance with the adopted policy of “growth pays for growth” (K.C.C. 28.86.160 FP-15 and Ordinance 14219).  New connection customers are locked into the capacity charge rate that is in effect at the time they connect to the system and begin to be assessed the charge by the county.  The capacity charge is payable over a fifteen year period, or it can be paid in a lump sum (up front or at any time).  
The executive’s proposed capacity charge of $53.50 is an increase of 3.0%, or $1.55 over the 2012 capacity charge of $51.95.  The capacity charge as proposed for 2013 at $53.50 would amount to $9,630 if paid monthly for the full term of 15 years.  An up-front payment, discounted at 5.5% compounded over the 15 years, would amount to $6,618. 

A history of the capacity charge along with projections through 2018 is provided in the following table:

Table 2. Capacity Charge (1996 – 2012 Actual; 2013-2018 Projected)
	Year
	Rate/Month/RCE
15-yr. duration
	% Increase

	1996 - 1997
	$7.00
	

	1998 - 2001
	10.50
	50.0%

	2002
	17.20
	63.8%

	2003
	17.60
	2.3%

	2004
	18.00
	2.3%

	2005 - 2006
	34.05
	89.2%

	2007
	42.00
	23.3%

	2008
	46.25
	10.1%

	2009
	47.64
	3.0%

	2010
	49.07
	3.0%

	2011
	50.45
	2.8%

	2012
	51.95
	3.0%

	2013
	53.50
	3.0%

	2014
	55.10
	3.0%

	2015
	56.75
	 3.0%

	2016
	58.45
	3.0%

	2017
	60.20
	3.0%

	2018
	62.00
	3.0%


The sharp increase in 2005-2006 was due to a Regional Wastewater Services Plan (RWSP) update, with new cost estimates for all components of the RWSP, including Brightwater.

The capacity charge is based on long-term 30-year projections (of customers and anticipated debt burdens for capacity projects through the year 2030) and therefore tends to be stable over time.  The projections are updated every three years.  They were last updated in 2010 for the 2011 proposed capacity charge.  The 3 percent increase is the standard increase made in the ‘off years’ between the comprehensive re-calculation that is done every three years (per policy).  

The capacity charge is calculated using methodology laid out in Wastewater Financial Policy 15 (FP-15), K.C.C. 28.86.160.  The Regional Water Quality Committee is reviewing the capacity charge methodology through its chartered Financial Policies Work Group. 
ANALYSIS:

At the May 15 Budget and Fiscal Management Committee meeting, Councilmembers asked about the continuing rising cost of sewer rates.  The following analysis provides additional detail on the following topics:
Operating
· The components of the operating budget are presented in greater detail below.  WTD projects a 4.65% increase in operating expenses, and has taken steps to contain operating budget costs, including maintaining the same staffing levels and incorporating efficiencies in its operations.

Capital

· Capital costs and long term debt service payments are a significant factor in the rate increases.  The steadily increasing wastewater rates are projected to taper off as Brightwater is completed and borrowing for capital projects returns to historic norms.  Components of the rate, the five-year outlook, and long-term debt projections are reviewed below.

· The allocation of capital expenditures is presented in greater detail, identifying how much is being spent on asset management, capacity building, and regulatory compliance projects.  

Comparison with other jurisdictions

· King County's steadily increasing sewer rates mirrors a nationwide pattern of rising sewer rates as utilities pay for maintenance and repair of aging infrastructure while also feeling cost pressures from the need to increase capacity as populations grow and comply with regulatory requirements.

Wastewater Treatment Division Budget

The 2012 Wastewater Treatment Division (WTD) budget is 10.0% of the County’s total $5.4 billion budget.  It was 10.3% of the County's total budget in 2011, and 7.6% in 2010.  The WTD budget is comprised of Operations, Debt Service, and CIP, as shown in Table 3.

Table 3.  2010-2012 Adopted WTD Budget

	WTD Appropriation
	2010

Adopted
	2010 

%
	2011

Adopted
	2011 

%
	2012

Adopted
	2012 %

	Operations
	$108,872,937
	29%
	$111,115,816
	21%
	$116,620,203
	22%

	Debt Service
	178,569,346
	47%
	188,627,713
	36%
	211,619,903
	39%

	CIP
	91,993,254
	24%
	230,768,117
	43%
	211,949,631
	39%

	    Total
	$379,435,537 
	100%
	$530,511,646
	100%
	$540,189,737
	100%


Revenues

WTD has an operating revenue forecast of $418 million in 2013 (see Attachment A to Proposed Ordinance, WTD Financial Plan for the 2013 Proposed Sewer Rate). Almost 93 percent ($385 million) of the total revenue for 2013 is secured via the monthly sewer rate ($338 million) and capacity charge ($46 million).  Investments and other income such as from industrial waste charges plus use of the rate stabilization reserve are the other sources of operating revenue.  

WTD has a capital revenue forecast of $171 million in 2013 (see Attachment A Financial Plan), which includes bond sales and grants or loans.  

Expenditures

Operating

WTD has a projected 2013 operating budget of $122,037,500, an increase of 4.65% compared to its 2012 adopted operating budget of $116,620,203.

The table below shows the differences between 2012 and 2013.

Table 4.  2012 vs. 2013 Projected Operating Expenditures

	
	2012

Budget
	2013 Projected
	% Change

	Salaries, Benefits, COLA, merit
	$43.8M
	$45.7M
	4%

	Supplies
	11.8
	14.8
	26%

	Services & Other
	33.8
	31.7
	(6%)

	Intragovernmental
	28.3
	30.2
	7%

	    Total
	$117M
	$122M
	4.65%


Diesel fuel and chemical costs are the largest increases in the 2013 projected operating budget.  A $600,000 payment for ABT, the countywide Accountable Business Transformation project, is another sizeable impact to the WTD operating budget.  As noted in the WTD issue paper attached to the Executive's transmittal (Attachment 3), the 2013 budget includes $700,000 in operating expense reductions identified by WTD.  

Staffing levels at WTD have remained stable for a long period of time from 598.7 FTEs in 2005 down to 585.7 FTEs in 2012.  This is noteworthy considering this time period includes the opening of Brightwater in 2011 and, prior to that, the opening of the Carnation Treatment Plant in 2008 and the Vashon facility in 2006.
Given the stable operating budget in the face of rising chemical costs and treatment plant staffing needs, the WTD operating budget appears to be reasonable.  However, a more detailed examination of the operating budget may reveal opportunities for additional savings.  
It would be difficult to cut treatment plant costs such as chemical supplies and utility charges.  Administrative costs ranging from personnel to office supplies would be areas that could be impacted by policy choices.  In addition, there are some areas where WTD has expended less than was budgeted; cuts in those areas would be smaller but a budgetary exercise that should have no impact on services.

It is a $122 million total operating budget and every $80,000 to $90,000 in cuts (0.07%) would save approximately one cent on the sewer rate.  In its issue paper (Attachment 3), WTD expresses an intent to identify an additional $1.9 million in efficiency savings by 2014 (because some costs increase as well, this does not necessarily translate directly into rate reductions).
Capital

As can be seen in the table below, debt service is a significant component of the rate.  
Table 5.  Components of the Monthly Sewer Rate

	Debt Service         
	$     21.55
	54%

	     Existing long-term debt 
	  19.75
	

	     New long-term debt (2013)
	  0.31
	

	     Existing variable debt        
	   1.29
	

	     New variable debt (2013)
	   0.20
	

	Operating
	  $    13.22
	33%

	     Salaries & benefits
	4.90
	

	     Supplies (chemicals, diesel fuel, etc.)
	1.60
	

	     Services/Utilities and Other
	3.43
	

	     Intragovernmental transfers
	3.28
	

	Interfund Loan Payment
	 $      1.85
	5%

	Debt Service Coverage Requirement
	$      3.23
	8%

	TOTAL
	$    39.85
	100%


WTD is completing construction of a third regional treatment plant that has required significant borrowing of capital.  The debt was structured to ‘smooth’ the rate increases but has still involved major increases in debt payments every two years from 2010 – 2016.  

As capital funding needs lessen in the out-years (due primarily to completion of Brightwater), so does pressure on the rate.  This is illustrated in the tables and figure below showing projected capital spending, outstanding debt, and projected rate increases over the next several years.
The steadily increasing wastewater rates are projected to taper off as Brightwater is completed and borrowing for capital projects returns to a historic norm averaging closer to $200 million per year.  As can be seen in Table 6, the planned capital spending for 2012 through 2017 is significantly lower compared to 2008 through 2011.     
Table 6.  WTD CIP Spending Plan through 2017
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2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Brightwater System

2012 Adopted  375.6 367.3 320.6       194.1       52.9             15.2             -               -               -               -        

2013 Updated 375.6 367.3 320.6       174.7       89.1             32.6            

Difference - - - - - - (19.4)       36.2             17.4             -               -               -               -        

Other Capital Projects

2012 Adopted  98.5 91.8 79.8         111.0       114.4           155.5           179.4           193.7           212.0           175.1     

2013 Updated 98.5 91.8 79.8         98.6         134.7           157.2           170.4           205.4           206.4           205.7     

Difference - - - - - - (12.4)       20.3             1.7               (9.0)              11.7             (5.6)              30.6       

Total Capital Programs

2012 Adopted  474.1 459.0 400.4       305.1       167.3           170.7           179.4           193.7           212.0           175.1     

2013 Updated 474.1 459.0 400.4       273.3       223.8           189.8           170.4           205.4           206.4           205.7     

Difference - - - - - - (31.8)       56.5             19.1             (9.0)              11.7             (5.6)              30.6       

Wastewater Treatment Division

Capital Improvement Program Spending


WTD's debt forecast through 2030 is depicted in Figure 1 below.  

Figure 1.  Debt through 2030
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The more gradual increase in outstanding debt that occurs after 2011 helps the five-year rate outlook presented in Table 7 below.

Table 7.  Executive's 2013 Proposed Sewer Rate
	
	2013
	2014
	2015
	2016
	2017
	2018

	Monthly Sewer Rate
	$39.85
	$39.85
	$44.26
	$44.26
	$44.77
	$45.09

	% Change
	10.4%
	0%
	11.1%
	0%
	1.2%
	0.7%


As was noted in the briefing on May 15, projects that could be safely deferred during construction of Brightwater were delayed, creating a backlog of projects that will need to be completed.  Careful evaluation, prioritization and timing of these projects will be necessary to balance impacts to the rate with the necessity to ensure the wastewater system and facilities are meeting regulatory standards, capacity projections and being maintained through prudent asset management investments.

A summary of WTD's capital project prioritization process is included as Attachment 4 to this staff report.  Capital projects are prioritized within three major categories:  1) major capital projects which include regional capacity needs, 2) asset management to reduce service disruption and impacts from asset failure, and 3) planning for regional service needs.  For each of these three categories, regulatory compliance and contractual requirements are among the factors considered in the prioritization process.
At the request of staff, WTD's current plans for significant 2013 capital projects are categorized by whether they are asset management, capacity building, or regulatory-required projects and presented in Attachment 5 to this staff report.

Table 8.  2013 Proposed Capital Spending Plan by Project Type

	
	Spending Plan
	%

	Asset Management
	$80,867,143
	43% 

	Capacity
	$61,702,718
	33% 

	Regulatory
	$47,192,977
	25%

	Total
	$189,762,838
	100%


WTD will continue to seek low interest loans to help finance capital projects, such as the loans it has successfully received in the past from the Washington State Department of Ecology State Revolving Fund Loan Program.

Although some pressure could be taken off of the current rate by deferring capital projects, the result would be to place additional pressure on the out-years.  It is possible that some projects could be deferred long enough for rate increases to be shifted to future years that have much smaller projected rate increases.  However, there is still one more sizeable rate increase projected for 2015 before the rate begins to level off.

Regulatory projects are the projects least likely to be deferrable. Under the Clean Water Act and the powers of the Environmental Protection Agency and Washington State Department of Ecology, there is little ‘wiggle room’ for projects that are required to meet water quality standards such as control of the combined sewer overflow or other treatment plant improvements to improve screening of materials, etc.  The regulatory projects are typically tied to the issuance of NPDES permits for the treatment plants.  King County is required to show progress in implementing and completing projects to secure new permits every five years.  
Projects that have reached the implementation phase (i.e., have a signed construction contract) are also unlikely to be deferrable.  Aside from projects that have a contested bidding phase, or run into construction issues during implementation that require a hiatus until the issue is resolved – it is typically most cost-effective in the short and long-term to implement and complete a project that has reached the final design phase and/or construction phase.
The Council will have an opportunity to review the Executive's proposed WTD capital projects as part of the 2013 budget process this fall.  Until then, WTD continues to work on capital projects in accordance with the adopted 2012 budget, including those projects that could be proposed for deferral.
Comparison with Other Agencies

When residents pay their bill, they are charged by their utility provider for both the county's costs as well as the utility's local costs for connecting to the county system.  Therefore, when national comparisons of sewer bills are made, the retail rates are not directly comparable to the wholesaler rate that King County charges local utilities. 

The previous staff report presented information provided by the Wastewater Treatment Division comparing average retail rates paid by consumers who are part of the King County regional wastewater system.  The Executive compared 2011 retail rates for 25 agencies across the country to King County. The Executive determined that King County ranked sixth among the surveyed agencies.  Nine of the 26, including King County, fell within the range of $35 to $56 per month, with an average rate of $39.98 for all agencies.  The average monthly household charge in King County is $53.31 (see Figure 2 below).
Figure 2. WTD comparison of typical monthly sewer bills.
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Note: Agencies in order of largest customer base (Houston 2.8 million) to smallest (Portland 614,000). King County base is 1.4 million.





The Executive also compared the average annual percent increase from 2001 to present.  In Black and Veatch’s, “50 Largest Cities Water and Wastewater Rate Survey”, the average annual increase in wastewater rates between 2001 and 2009 was 5.5 percent for the 50 largest utilities in the country. During this same period WTD rates increased an average of 5.6 percent. If the period is expanded to 2001 to 2014 to include the rates from this proposal, the average annual rate of increase is 5.2 percent. 

Comparing systems is difficult.  For example, these numbers do not take into account the condition of each jurisdiction's wastewater treatment system, their ability to meet the needs of their regions, capacity to handle overflows, and age of their systems.  

As an example of rising sewer rates across the country, on May 28, 2012, the town of St. Joseph, Missouri (population 77,000) adopted an 11% sewer rate increase, raising the average residential customer's sewer bill by $4.06 from $34.66 to $38.72.  St. Joseph predicts 12% increases in 2013 and 2014, followed by 13% increases in 2015 and 2016.  Their rising sewer rates are attributed to costs associated with projects to meet federal wastewater and stormwater mandates.  Closer to home, Pierce County’s wastewater treatment system currently serves an estimated 252,000 people in the unincorporated areas of the county and eight cities.  But its regional treatment plant will soon be expanded to increase its capacity from an average of 28 million gallons to 43 million gallons daily and upgraded to meet stricter treatment regulations.  Ratepayers began paying for the expansion with a series of rate hikes starting in 2010 that will result in a 63 percent increase over four years according to the Tacoma News Tribune.  When the final rate hike in January 2013 goes into effect to support this expansion, the monthly sewer rate for single family residences will have increased from $25.72 to $41.86.   
A national survey of over 150 utilities by the National Association of Clean Water Agencies found that sewer rates across the country have been rising faster than the pace of inflation.  Their survey is consistent with the Black and Veatch study in finding a steady rise in sewer rates nationwide.  
NACWA concluded that utilities continue to fund needed infrastructure repairs to maintain current levels of service despite current economic conditions.  Thus, the King County system is not alone in the challenges it faces to deliver a functioning regional wastewater system while containing costs and rates for residents.

Figure 3. King County average monthly sewer rate increase
 (wholesale only) compared to national average and CPI from NACWA study.
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As was reported at the May 15 committee briefing, the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC
) has expressed its concern that if the county continues on its present trajectory, the increasing debt service may leave WTD with insufficient financial flexibility to address unanticipated new costs or constraints.  WTD staff have stated that this is a good time for conversations on this topic, and meetings are being planned in the upcoming months with MWPAAC to discuss this issue.  In addition, MWPAAC’s concerns are expected to be addressed by policy and other pragmatic discussions at the Regional Water Quality Committee which provides policy guidance for water quality and wastewater issues.
It is worth reiterating that there is one more sizeable rate of 11.1% projected for 2015 in the WTD financial plan (Attachment 1, Attachment A to proposed ordinance) before King County rates are projected to level off.  Therefore, now is a critical time for conversations about the county's long-term debt outlook and long-range plans for asset management, capacity building, and regulatory compliance.  
Timing

The wastewater contracts specify that the sewer rate be in place by June 30 of each year.  For a non-emergency ordinance, after Council approval, the Executive would need to sign by June 20 to meet this deadline.  Therefore, the Council would ideally adopt the rate by its June 11 meeting, but no later than June 18 for a non-emergency ordinance.  This item should be expedited to Council.
REASONABLENESS:
Proposed Ordinance 2012-0144 would raise sewer rates from $36.10 to $39.85 (10.4% increase) and increase the capacity charge from $51.95 to $53.50 (3.0% increase).  Operating and capital costs of delivering King County's regional wastewater treatment and conveyance system appear reasonable. Adopting the rate as proposed appears to be a reasonable and prudent financial and business decision.  
However, given the continuing fragile economic recovery in the region and other utility increases that are necessary at this time, to the extent that WTD operating and capital expenditures can be further reduced in 2013-2014, it would ease rate increases in the near-term for residents and businesses and shift more of the costs to the out-years. 
� For King County multi-year rates, a straight average of the rate increase over the multi-year period was taken (e.g., a 10.4% two-year increase is represented as two one-year 5.2% increases).





� MWPAAC advises the King County Council and Executive on matters related to water pollution abatement. It was created by state law (RCW 35.58.210) and consists of representatives from cities and local sewer utilities that operate sewer systems with in King County. Most of these cities and sewer utilities deliver their sewage to King County for treatment and disposal.








