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STAFF REPORT
SUBJECT:  AN ORDINANCE setting the sewer rate and capacity charge for 2011.
SUMMARY:  King County's sewer rates are set for the following year by June 30 of each year.  This proposed ordinance would:

· Set the 2011 monthly sewer rate at $35.15 per residential customer equivalent (RCE) per month, which is a 10.2 percent or $3.25 increase over the 2010 rate of $31.90;
· Set the monthly capacity charge for new connections to the regional system occurring in 2011 at $50.45, which is a 2.8 percent or $1.38 increase over the 2010 rate of $49.07.
BACKGROUND:
Wastewater Services Contracts

King County provides wastewater services for 34 municipalities or sewer districts in King County, southern Snohomish County and the northern tip of Pierce County.  The municipalities constitute approximately three-fourths of the county’s ratepayer base and the sewer districts constitute roughly one fourth of the ratepayer base.  
The County does not provide wastewater services directly to residential or business customers.  Rather, the County collects wastewater from the cities or utility districts in large interceptor lines, and conveys the wastewater to County treatment plants for treatment and discharge.  The sewerage service provided by the County includes construction, operation and maintenance of main trunk and interceptor sewers, pumping stations, and treatment plants. 

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 County charges the contracted city and sewer district agencies the monthly sewer rate, who in turn bill the customers to whom they provide sewage collection services.  Many residents see these charges on their sewer bills, but they are not paying the County directly.  Their utility providers, as direct service providers, set their own rates to recoup the payments to the County for wastewater treatment plus their own “local” cost of service.  Unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.
The contracts specify that the sewer rate be in place by June 30th of each year.  
Monthly Sewer Rate

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.  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 $35.15 per RCE per month.  Historical sewer rates are provided in the following table, along with the Executive’s projections through 2016:

Table 1. Sewer Rates (1996-2010 Actual; 2011-2016 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%

	2005 - 2006
	25.60
	9.4%

	2007 - 2008
	27.95
	9.2%

	2009 - 2010
	31.90
	14.1%

	2011
	35.15
	10.2%

	2012
	38.25
	8.8%

	2013
	39.10
	2.2%

	2014
	39.90
	2.0%

	2015
	42.52
	6.6%

	2016
	42.81
	0.7%


The Executive's proposed sewer rate of $35.15 is a 10.2 percent increase over the 2010 rate, or an increase of $3.25.  As the Executive noted in his transmittal letter, the proposed rate is $0.91 less per month than was projected in the 2010 budget.
Most of the sewer rate (61%) goes towards debt service payments. About a quarter of the rate (28%) goes towards operating expenses.  The remainder pays for overhead charges from county agencies (4%) and direct capital payments (6%).  

Capacity Charge
New connections to the regional wastewater system are assessed a capacity charge that is payable over a fifteen year period, or it can be paid up front, which is done by 15-20% of customers.  The capacity charge along with the monthly sewer rate on new customers is 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).
The Executive's proposal includes raising the monthly capacity charge to $50.45 per month.  A recent history of the capacity charge along with projections through 2016 is provided in the following table:

Table 2. Capacity Charge (1996 – 2010 Actual; 2011-2016 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
	51.96
	3.0%

	2013
	53.52
	3.0%

	2014
	55.13
	3.0%

	2015
	56.78
	 3.0%

	2016
	58.49
	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 executive’s proposed capacity charge of $50.45 is an increase of 2.8%, or $1.38 from the 2010 capacity charge of $49.07.  The capacity charge is based on 30-year projections and therefore tends to be stable over time. 
New connection customers are locked into the capacity charge rate that is in effect at the time they sign their contract with the county.  New connection customers are provided the opportunity to pay their capacity charge in advance rather than paying over the fifteen years.  The capacity charge as proposed for 2011 at $50.45 would amount to $9,081 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 $6,241. 
Budget
The 2010 Wastewater Treatment Division (WTD) budget is 7.6% of the County’s total $5 billion budget, down from being 9% of the County's $4.9 billion budget in 2009.  The WTD budget is comprised of Operations, Debt Service, and CIP, as shown in Table 3.

Table 3.  2009-2010 Adopted WTD Budget
	Appropriation Unit
	2009

Adopted
	2009

% of Total
	2010

Adopted
	2010

% of Total

	WTD Operations
	$102,916,802
	23.0%
	$108,872,937
	28.7%

	WTD Debt Service
	177,902,230
	39.7%
	178,569,346
	47.1%

	WTD CIP
	167,601,619
	37.4%
	91,993,254
	24.2%

	    Total
	$448,420,651
	100.0%
	$379,435,537 
	100.0%


As shown in Table 4 below, the revenue forecast for 2010 is $304 million (see Attachment A to Proposed Ordinance, WTD Financial Plan for the 2011 Proposed Sewer Rate), as opposed to the $329 million that was forecast for 2010 at the time of the 2009 rate adoption last year.  This difference is due primarily to a different use of the rate stabilization fund, which is used to smooth out rates over time.  WTD has a revenue forecast of $346 million in 2011.  Over 95 percent of the total revenue comes from the monthly sewer rate and capacity charge.
Table 4. 2009-2010 Wastewater Treatment Revenue

	Revenue Source
	2010 Rate
	2010 Revenue Forecast (from 2010)
	2010 Revenue Forecast (from 2011)
	2011 Proposed Rate
	2011 Revenue Forecast

	Sewer Rate
	$31.90
	$265,855,634
	$264,698,003
	$35.15
	$290,207,340

	Capacity Charge
	$49.07
	37,254,755
	38,038,070
	$50.45
	40,170,818

	Other Income
	
	9,466,000
	8,740,700
	
	8,048,600

	Investment Income
	
	5,033,317
	3,146,197
	
	5,236,136

	Rate stabilization
	
	11,550,000
	(10,650,000)
	
	2,400,000

	Total Revenue
	
	$329,159,706
	$303,972,971
	
	$346,062,894


The debt service ratio needed for the county’s bond covenants is 1.25 for parity bond debt service and 1.15 for total debt service.  Maintaining that debt service ratio is one of the primary considerations of the revenue and expenditure balancing decisions.  Table 5 shows the debt service ratio for 2010 and 2011.
Table 5.  2010-2011 Wastewater Treatment Debt Service Ratio

	
	2010
	2011

	Operating Revenue
	$303,973,000
	$346,063,000

	Operating Expenses
	106,842,000
	111,160,000

	Debt Service Requirement Parity Debt
	146,626,000
	172,586,000

	Parity Debt Service Coverage Ratio*
	1.34
	1.36

	Total Debt Service Coverage Ratio
	1.15
	1.15




* [(Operating Revenue minus Operating Expenses)/Debt Service]
The parity and total debt service ratios are maintained at the appropriate levels (above 1.25 and 1.15, respectively) through 2016 (see Attachment A to Proposed Ordinance, WTD Financial Plan for the 2011 Proposed Sewer Rate). 

ANALYSIS
With the slowed economy, RCEs and new connections have been down significantly.  Decrease in revenue can be offset in a number of ways, including:

1. Reducing projected operating expenses
2. Reviewing and prioritizing all capital projects to determine if any can be delayed
3. Increasing the sewer rate.
The $35.15 proposed monthly sewer rate is an increase of $3.25 over last year's adopted rate of $31.90.  The components balanced by the Executive that result in that rate include the following cost increases and decreases.

Increased costs:

· Debt service from 2008-2009 bond issues
$1.87

· Debt service on 2011 bond issue


$1.37

· Labor (COLA and benefits)


$0.66

· Higher interest on existing subordinate debt
$0.62

· Brightwater operating costs


$0.53

· Lower RCEs





$0.47

· Chemical and energy costs


$0.35
Decreased costs:

· Use of rate stabilization fund


($1.79)
· Central rate adjustments



($0.41)

· No Culver funding




($0.20)

· Reduced transfer to WLRD


($0.15)

· Capacity charge revenue



($0.07)

The bad economy, which contributes to lower RCEs and higher interest rates, accounts for over $1 of the $3.25 rate increase (as discussed in greater detail below).  Debt service obligations account for most of the rest of the rate increase.  As shown in the figure below, debt service payments for existing long-term bonds increase over time.
Figure 1.  Cumulative Debt Service Associated with Long-term Bonds Issued through 2010 
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The main offset of increasing costs is the use of the rate stabilization fund.  Depending on which model the Council adopts (discussed later in this staff report), the rate stabilization fund can be used in varying amounts to help smooth out rates from year to year.  The planned use of the reserve goes until 2014 when the forecasted amount of money in the rate stabilization reserve reaches $0.  
Other offsets include changes in how central rates are computed, not funding the Culver program and reducing the transfer to WLRD.  The Culver program is a program that has transferred 1.5% of WTD's operating budget to WLRD for over ten years for general water quality and pollution abatement activities.  The funds have supported organizations and grants for resource land activities such as community restoration, planting and water quality educational projects.  The transfer would normally be $1.58 million in 2011.
The other reduced transfer to WLRD would be a reduction of $1.2 million.  The services and programs that would be cut due to that reduction are still being discussed between WTD and WLRD with additional details available sometime around July.  In their planning WLRD remains cognizant of the continued importance of monitoring.
Residential Customer Equivalent (RCE) Growth and New Connections
Higher growth in RCEs means more revenue and therefore less need to raise the rate.  One RCE is equivalent to 750 cubic feet of wastewater produced in a month.  
Due to the recent economic downturn and cutbacks in industrial use, WTD projects a decline in RCEs through 2011, with RCEs gradually increasing thereafter but not bouncing back to 2009 levels until 2014 (see Issue Paper, p. 14, attached to Executive's transmittal letter).  The decline in projected RCEs is 0.5% lower for 2010 than had been predicted last year, or 3,020 fewer RCEs (see bolded numbers in Table 6). 
Table 6. WTD Projected RCEs and New Connections (2009-2015)
	RCEs
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	Proposed 2011
	703,800
	691,480
	688,020
	691,460
	696,650
	702,920
	709,240

	Percent change
	-0.43%
	-1.75%
	-0.50%
	0.50%
	0.75%
	0.50%
	0.90%

	Adopted 2010
	703,310
	694,500
	691,030
	694,490
	699,350
	704,590
	710,930

	Percent change
	-0.50%
	-1.25%
	-0.50%
	0.50%
	0.70%
	0.50%
	0.90%

	Difference
	490
	(3,020)
	(3,010)
	(3,030)
	(2,700)
	(1,670)
	(1,690)

	New Connections
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	Proposed 2011
	6,700
	5,500
	6,500
	8,500
	9,500
	11,000
	11,000

	Adopted 2010
	7,500
	6,000
	6,000
	7,500
	9,000
	10,500
	11,000

	Difference
	(800)
	(500)
	500
	1,000
	500
	500
	0


Figure 2.  Comparison of RCE Outlook Scenarios 
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In the current economic slump, new connections drop off over the next few years and do not bounce back to 2009 levels until 2012.  RCE growth and new connections are not directly related, because RCE growth is influenced by customers leaving the system or reducing their “consumption”.  
Despite a steady decline in new connections through 2010, capacity charges maintain a steady annual increase of 3% based on inflation, because capacity charges are based on a 30-year projection that is updated every three years. The county is currently in year one of the 3-year cycle, and is even slightly under last year's projection with a projected rate increase of 2.8% instead of 3.0%.

Operating Expenses
The operating budget, $108,872,937, is 28% of the total Wastewater Treatment Division budget (Table 3).  
The 2011 operating expense projection represents a 4.0% increase compared to 2010.  That is similar to the 3.7% increase from 2009 to 2010 (based on the forecasted values, see Attachment A to Proposed Ordinance, WTD Financial Plan for the 2011 Proposed Sewer Rate).  The majority of operating expense costs comes from wastewater treatment operations (56%). Administration and central charges make up 21%, down from 34% last year, with the remaining operating expenses coming from Water and Land Resources Division transfers (9%), biosolid resource recovery (7%), project planning and delivery (4%), and environmental and community services (3%). 

As noted above, increases in operating expenses are expected from labor (COLA and benefits), Brightwater operating costs as the treatment plant comes on-line, and increases in chemical and energy costs (including switching from chlorine to the safer but more expensive hypochlorite at the West Point plant). 
It is worth noting that staffing levels at WTD have remained the same for a long period of time.  WTD finds efficiencies by moving staff around as treatment plant needs change.  For example, some vacant positions are being held for when Brightwater becomes operational.



Table 7. 2005-2010 WTD Adopted Staffing Levels
	Staffing
	2005
	2006
	2007
	2008
	2009
	2010

	FTEs (full-time)
	598.7
	598.7
	598.7
	598.7
	598.7
	593.7

	TLTs (term-limited)
	35.0
	32.0
	34.0
	42.0
	32.0
	33.0


Capital Expenditures and Accomplishment Rate
Capital expenditures peaked in 2008 and 2009.  The capital program drives the need for cash flow to be provided through short and long-term debt.  Debt in turn drives debt service and has a direct impact on both the monthly rate and the capacity charge.  

Table 8. WTD Total CIP (2008-2015) in $Millions
	Brightwater
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	2010 Adopted
	369.8
	447.1
	228.6
	81.9
	25.4
	
	
	

	2011 Update
	369.8
	357.9
	312.8
	121.7
	10.1
	
	
	

	Difference
	0
	-89.2
	84.3
	39.8
	-15.3
	
	
	

	Other Capital
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	2010 Adopted
	106.1
	107.7
	99.4
	109.3
	102.0
	159.1
	159.3
	159.7

	2011 Update
	106.1
	97.6
	81.5
	110.9
	102.4
	140.4
	152.9
	207.2

	Difference
	0
	-10.1
	-17.9
	1.5
	0.4
	-18.7
	-6.4
	47.5

	Total Capital
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	2010 Adopted
	475.9
	554.8
	327.9
	191.2
	127.4
	159.1
	159.3
	159.7

	2011 Update
	475.9
	455.5
	394.3
	232.6
	112.5
	140.4
	152.9
	207.2

	Difference
	0
	-99.3
	66.4
	41.3
	-14.9
	-18.7
	-6.4
	47.5


The delay of the Brightwater conveyance system has caused a shifting of costs from 2009 to the outyears, plus there has been an increase in Brightwater costs of $16.1 million ($10.5 million for conveyance system and $5.6 million for treatment plant).

Cost shifting into later years has occurred with some non-Brightwater projects, which helps offset the burden of the peak periods for Brightwater. Those cost shifts include:

· Completion dates for Magnolia, Murray, North Beach and Barton combined sewer overflow (CSO) projects delayed four years

· Southwest Interceptor project split into two projects with the first to be completed in 2013, compared to the originally scheduled completion date of 2010

· Ballard Siphon project completion date moved from 2009 to 2013

· Sunset/Heathfield Pump Station Replacement and Forcemain Upgrade completion date moved from 2014 to 2017

· South Plant Phase III/Odor Control project completion date moved from 2015 to 2017.

In addition, the Regional Wastewater Services Plan Local Systems Inflow and Infiltration project was reduced in scope, and the Black Diamond Storage Facility project was cancelled.

The capital cost reductions are offset somewhat by new projects and updated cost estimates, including the following:

· Fremont Siphon Repair to replace a 98 year old pipe

· Increased cost estimate of about $30 million for CSO Control and Improvement Projects at Murray and Magnolia (which had previously relied on pre-baseline conceptual planning estimates)

· Influent Screening at West Point Treatment Plant to meet new state biosolids management regulations

· Interbay Pump Station upgrade.

This staff report does not analyze the merits of the capital project changes; additional information can be researched upon request.
The capital program accomplishment rate refers to the cash flow requirement generated by the capital program.  For example, a capital budget of $100 at an accomplishment rate of 95% means $95 of cash must be available.  During the past five years, the average accomplishment rate for WTD capital programs has been 87 percent.  As the Brightwater major construction projects have gotten underway, the accomplishment rate has risen (95% for Brightwater in 2007 and 88% for non-Brightwater projects).

For 2010 through 2016, the projected Brightwater CIP accomplishment rate is 95% each year.  Non-Brightwater rates are assumed to be 85% annually.  
Rate Stabilization Reserve
Rate stabilization is a way of reserving operating revenues for use in subsequent years to help smooth out rate increases that would otherwise fluctuate more with the ups and downs in the revenues and expenses that occur.  Under the 2011 financial plan, $10.65 million is put into the reserve in 2010 for a reserve balance of $45.8 million.  Under the proposal, the rate of $35.15 for 2011 does not generate any additional rate stabilization reserve.  The 2011 proposed rate uses $2.4 million, leaving $43.4 million in reserves.  The reserve would be drawn down to zero by 2014.  
Bond and Investment Interest Rates and Earnings

Bond interest rates cost the county, while investment interest rates provide revenue to the county.  Low interest rates therefore help on the bond front while hurting on the investment front.  They are both discussed here.

Unfortunately, rates of return continue to be low in the current economy.  Investment returns averaged 1.7% in 2009. The Executive’s 2011 rate proposal projects investment rates of 1.25% in 2011. They are projected to increase to 2.0% in 2012 and up to 3.5% by 2015. 
WTD assumes a bond interest rate of 5.25% through 2010 (down from a 6.0% estimate for 2010 last year), and 5.75% thereafter. WTD’s recent $300 million 30-year bond sale had favorable interest rates of 5.13%, which is within the assumed interest level of 5.75%. WTD also expects to issue an additional $250 million in bonds later this year.

One-Year vs. Two-Year Rate
King County Code 28.86.160 sets forth the county's financial policies in accordance with the Regional Wastewater Services Plan.  Financial Policy 15 specifically states, "King County should attempt to adopt a multiyear sewer rate to provide stable costs to sewer customers."  
The multiyear rate adds stability and predictability by allowing clients to plan knowing what the rate costs will be for the next two years. As can be seen by the rates in Table 1, the county has consistently adopted multiyear rates since 2002.
However, the Executive's proposed rate is based on a one-year rate (designed to increase next year instead of hold steady next year), in order to provide economic relief to ratepayers during this poor economy.  In his transmittal letter, the Executive notes that the proposed rate would allow ratepayers to retain $8.7 million during 2011.
The Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC), comprised of King County's wastewater clients, also recommends adoption of a one-year rate.  Their reasoning is that a one-year rate provides the flexibility to adapt to changing costs and trends.  MWPAAC cites uncertainty regarding financing cost and structure, start-up costs at Brightwater, growth rates and patterns, developing trends in cost containment, and departmental efforts to mitigate upward rate trends. In short, the one-year rate would allow the county to set a rate increase next year based on whatever new information is available at that time.
In deciding whether to adopt a one-year or two-year rate, there are various financing scenarios available to the Council.  The types of bonds that are issued (capitalized versus non-capitalized interest) and how the rate stabilization reserve is used leads to different rate possibilities for one-year and two-year rate scenarios.
Use of Capitalized Interest

The Executive's proposed rate is based on a single-year rate; interest on 2010 bonds is capitalized through mid-2012; there is no capitalization of 2011 bond issues; bonds used in 2010-2012 are interest-only through 2013; and the rate stabilization reserve is used through 2014.

Table 9 presents the Executive's proposed scenario of no capitalized interest on 2011 bonds for one-year (the proposed rate) and two-year rates.  Additional scenarios that use capitalized interest or interest-only bonds are presented on p.4 of the Issue Paper attached to the Executive's transmittal letter.  
To put capitalized interest in perspective, for a bond of about $200 million, capitalized interest would require borrowing $20 million more upfront, which with interest over time results in a total debt service obligation that is $25 million greater than a bond without capitalized interest.
Table 9. One-year vs. Two-Year Rate, Capitalized vs. Non-Capitalized
	Non-Capitalized One-Year
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$35.15
	$38.25
	$39.10
	$39.90
	$42.52
	$42.81

	% Change
	0%
	10.2%
	8.8%
	2.2%
	2.0%
	6.6%
	0.7%

	Difference from 2010 adopted
	$0
	-$0.91
	-$1.54
	-$3.60
	-$3.32
	-$1.12
	-$1.05

	Capitalized One-Year
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$34.00
	$36.25
	$38.80
	$41.50
	$42.71
	$42.99

	% Change
	0%
	6.6%
	6.6%
	7.0%
	7.0%
	2.9%
	0.7%

	Difference from 2010 adopted
	$0
	-$2.06
	-$3.54
	-$3.90
	-$1.72
	-$0.93
	-$0.87

	Non-Capitalized Two-Year
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$36.25
	$36.25
	$39.90
	$39.90
	$42.53
	$42.81

	% Change
	0%
	13.6%
	0%
	10.1%
	0%
	6.6%
	0.7%

	Difference from 2010 adopted
	$0
	$0.19
	-$3.54
	-$2.80
	-$3.32
	-$1.11
	-$1.05

	Capitalized Two-Year
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$35.70
	$35.70
	$39.90
	$39.90
	$42.71
	$42.99

	% Change
	0%
	11.9%
	0%
	11.2%
	0%
	7.6%
	0.7%

	Difference from 2010 adopted
	$0
	-$0.36
	-$4.09
	-$3.00
	-$3.52
	-$0.93
	-$0.87


Use of Rate Stabilization Reserve

Alternatively, the rates per year can be adjusted depending on how one uses the rate stabilization reserve.  The following scenarios present the Executive's one-year non-capitalized rate scenario, plus two more scenarios that use the same types of bonds but apportion the rate stabilization funds in equal amounts, or to generate equal percentage increases each year.

Table 10. Non-Capitalized One-Year with Different Rate Stabilizations

	Exec Proposed
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$35.15
	$38.25
	$39.10
	$39.90
	$42.52
	$42.81

	% Change
	0%
	10.2%
	8.8%
	2.2%
	2.0%
	6.6%
	0.7%

	Equal Rate Stabilization Use
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$33.97
	$37.76
	$39.65
	$40.64
	$42.55
	$42.83

	% Change
	0%
	6.5%
	11.2%
	5.0%
	2.5%
	4.7%
	0.7%

	Equal Percentage Increases
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Sewer Rate
	$31.90
	$34.25
	$36.70
	$39.30
	$42.10
	$42.52
	$42.81

	% Change
	0%
	7.4%
	7.2%
	7.1%
	7.1%
	1.0%
	0.7%


Rate Reasonableness
Information on monthly sewer rates in other jurisdictions suggests that King County's rates are in line with other sewer agencies (see, e.g., graphs on p. 16 of issue paper attached to Executive's transmittal letter, showing King County at approximately the average rate compared to other jurisdictions around the country).  It is difficult to compare rates because many variables affect the comparison, such as the availability of other sources of funding, whether rates are computed based on actual use or other units of measurement, treatment plant technology, whether rehabilitation of aging equipment is included in the rate, development opportunities for increasing the service area, and the complexity of the terrain.  
Nevertheless, as sewer systems age, it is clear that sewer rates everywhere are on the rise (see, e.g., 'Saving U.S. Water and Sewer Systems Would Be Costly', NY Times, 3/14/10).  
For example, in Pierce County where sewer rates have remained at $29.65 for a long time thanks to state and federal funding support for its original capital projects, as they plan for their future expansion needs they project a $3.93 rate increase in 2010 and exceeding $40 by 2013.  King County would not exceed the $40 mark until 2015 under the Executive's proposal.  

Pierce County is exploring ways to keep their costs down, such as different charges for different areas.  As rates continue to rise, King County will need to continue to hunt for new ways of bringing down costs as well.
REASONABLENESS:
Proposed Ordinance 2010-0262 would raise sewer rates from $31.90 to $35.15 (10.2% increase) and increase the capacity charge from $49.07 to $50.45 (2.8% increase). Operating expenses have been held fairly level. Cashflow needs for capital expenditures have been balanced to keep projects on target through 2015. Approving Proposed Ordinance 2010-0262 appears to be a reasonable and prudent policy decision.  However, the Council may wish to consider whether a two-year rate plan is preferred in order to maintain stable multi-year rates in accordance with the wastewater financial policies.
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A.  WTD Financial Plan for the 2011 Proposed Sewer Rate

2. Fiscal Note

3. Executive’s Transmittal Letter and Attachments
9
O:\Budget & Fiscal Management\(1)  Final STAFF REPORTS\2010\2010-0262 Sewer Rate\2010-0262 Sewer rates 5-18-10 SR2 at.doc


