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Metropolitan King County Council

Regional Water Quality Committee

Staff Report

	Agenda Item No.:
	8
	
	Name:
	Elizabeth Mountsier

	Briefing No.:
	2007-B0108
	
	Date:
	April 30, 2008

	Attending:
	Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, DNRP 


SUBJECT:  A briefing on the Executive’s proposed 2009 sewer rate and capacity charge. 
SUMMARY:  Proposed Ordinance 2008-0231 (Attachment 1) was transmitted on April 17, 200 and when introduced is expected to be Operating Budget, Fiscal Management and Special Issues Committee.  This proposed ordinance would:

· Set the 2009 sewer rate at $30.20 (an increase of $2.25  over the 2007/2008 rate of $27.95 --  8% increase); and
· Set the capacity charge for new connections to the regional system occurring in 2009 at $47.64 (an increase of $1.39 from the 2008 capacity charge of $46.25 -- 3% increase); and
· Adopt the Wastewater Treatment Enterprise monetary requirements for 2009. 
Executive staff will give a briefing on the proposed sewer rate and capacity charge for 20089 based on the Wastewater Treatment Division’s financial plan.  The Executive’s transmittal letter for this legislation provides a detailed review regarding his key assumptions (such as new customer growth and residential customer equivalents (RCEs)), financial forecasts, the capital program and the financial policies that have informed the development of his sewer rate and capacity charge proposal for 2007 and 2008 (Attachment 2). 

BACKGROUND:
King County provides wastewater conveyance and treatment for 33 cities and/or sewer districts in King County, southern Snohomish County and a small portion of Pierce County.  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 relationship between the cities and utility districts (component agencies) and the County is governed by contracts.  These contracts specify that the sewer rate be adopted annually by June 30th of each year.  
The sewer rate is not billed directly to ratepayers by King County. The component agencies that provide direct services to the ratepayers and use the County conveyance and treatment facilities are charged for the customers within their districts.  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 required by use of County services plus their own “local” cost of service.  However, unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.

Monthly Sewer Rate
The monthly sewer rate for both residential and commercial customers is calculated on the basis of Residential Customer Equivalents (RCEs).  A single family residence is one RCE.  Commercial and industrial customers are charged based on the amount of wastewater they generate, calculated using quantity of water consumed.  For commercial and multi-family residences, the calculation is then converted into RCEs.  One RCE (750 cubic feet of wastewater) represents the average amount of wastewater a single family residence would generate in a month.  
Capacity Charge

New connections to the regional wastewater system are assessed a capacity charge.  Payment may be made in a lump sum or paid over a 15 year period.  The proposed charge is shown as the monthly payment over 15 years.   The Executive proposes a 2008 capacity charge of $46.25. 

Per the Regional Wastewater Services Plan policies, the capacity charge is based on the estimated costs of the 30-year Regional Wastewater Services Plan (RWSP).  Per the financial policies, the capacity charge is to be a uniform charge, approved annually, and the charge is not to exceed the cost of capital facilities necessary to serve new customers (referring to those customers establishing new connections to the sewer system).  

The ordinance sets the charge via the following calculation:

capacity charge = (total system costs – rate revenue from existing customers) – rate revenue from new customers






number of new customers      

This formula sets the capacity charge at a level to recover the designated, growth-related costs that are not covered by the monthly rate payments of newly connecting customers.  Over the life of Regional Wastewater Services Plan, the capacity charge and monthly rate payments of newly connecting customers will cover 95% of growth-related costs.  

Factors effecting the Sewer Rate and Capacity Charge

As the Executive notes in his transmittal letter, a substantial increase in the 2009 sewer rate has been anticipated for a number of years.  The rate increase has been projected based on the peak years of borrowing and capital expenditures related to the construction of the Brightwater project and other major projects outlined in the Regional Wastewater Services Plan (RWSP).   Recent economic events have significantly increased the cost of borrowing (by raising the interest rates on bonds) , thus exacerbating conditions putting upward pressure on the rate.  

His rate proposal is predicated on the Council’s adoption of a separate proposed bond ordinance requesting authorization to issue up to $1.1 billion of sewer revenue bonds to accommodate the large volume of additional borrowing required during the next two years.  The proposed bond ordinance is design to give the Wastewater Treatment Division flexibility to obtain favorable borrowing rates when or if market conditions permit.

The structuring of the bond financing also figures into the Executive’s proposed rate.  His proposal seeks to “smooth” the rate over the next five years by structuring the debt service associated with the bond issues in 2008-2009 as follows:  1) the debt service will be interest only (principal deferred) through 2013, and 2) approximately 25% of the interest from the 2008 bonds and 41% fro the 2009 bonds will be capitalized through mid-2011.  Other scenarios for debt issuance and one-year vs. two year rates are summarized in a table in the Executive’s transmittal letter and shown below in Table 1.
Deferring principal payments does come with a cost.  The relative costs (in net present value)  of the various rate and bonding scenarios are compared in Table 2 of the transmittal letter and below.
Although the Council adopts a monthly sewer rate annually, the Executive has typically proposed and the Council has adopted multi-year rate (at the same amount) to provide rate stability and predictability.  A rate stabilization reserve has been used to collect the fees surplus to the first year of the rate – and then used to sustain the rate through completion of the rate cycle.

As of the end of 2007, there was $22.8 million in the rate stabilization reserve to be used for these purposes.  The Executive’s proposed rate plan assumes approximately $17.5 million available at the end of 2008 for sue in subsequent years.  In the proposed financial plan $9.5 million of the remaining balance is proposed to reduce the projected 2009 rate by $1.30, with the residual $8.0 million available for 2010.

The Executive’s proposal in Proposed Ordinance 2008-0231 is for a one-year rate.  He reports he considered a two year rate scenario at a project rate of $32.15 for 2009-2010 – but opted for a “one-year rate because of the extreme uncertainty in the municipal bond markets and the slowing regional economy”.  
Given the uncertainty and the higher borrowing costs than assumed a year ago – the proposed financial plan includes capital program cash requirements that re $37 million less in 2008 -2009 (compared to the 2008 adopted budget).  The latest Brightwater trend estimate places the overall cost of the project at $1.8 billion, an increase of $34.9 million (2%) compared to the estimate a year ago.  Project costs have increased primarily due to the actual cost of contract awarded for the Influent Pump Station and the Treatment Plant contracts (partially offset by lower costs for the Marine Outfall contract).  
To mitigate for the Brightwater cost increases Wastewater Treatment Division has deferred or eliminated over $66 million in planed non-Brightwater expenditures between 2008- 2010.   More specifics about the deferred projects can be found in page 7 of the Transmittal letter.  To control operating costs – the Executive is eliminating 10 temporary positions and 26 existing positions will be transition to operate the new Carnation and Brightwater Treatment Plants between 2008 and 2011.  The Executive is also proposing a $1.8 million reduction in scientific studies and monitoring programs that have historically been paid via the wastewater operating fund.
Unfortunately the economic downturn is also affecting/reducing investment income.  RCE growth is also expected to slow if not decline. 

Capacity Charge

The proposed 2009 capacity charge is $47.64 is a 3% increase from 2008.  RWSP financial policy 15.3(d) states the capacity charge should be updated every three years based on customer growth and projected costs, including inflation.  The adopted 2008 capacity charge of $4625 was the first year of the current three year cycle.  The increase for the 2009 sets the charge based on an assumed annual increase at the rate of inflation.   

Although new connections in 2007 exceeded projections and 2008 has shown continued growth, it is expected that new connections will begin to slow as a result of decreased housing construction in the region.  
	Table 11 King County Wastewater Treatment Enterprise


	Illustrations of Financing Options 


	 

							 


	 

	 

	2008

	2009

	2010

	2011

	2012

	2013


	WTD Financial Plan - 2009 Update

						 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$32.96 

	$37.49 

	$39.45 

	$40.73 

	$41.13 


	 

	Annual % Increase

	0%

	18%

	14%

	5%

	3%

	1%


	 

							 


	Scenario 1A:  Interest Only - Single Year Rates

				 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$32.00 

	$36.50 

	$38.35 

	$39.55 

	$41.45 


	 

	Annual % Increase

	0%

	14%

	14%

	5%

	3%

	5%


	 

	Rate Change from 2009 Update

	$0.00 

	($0.96)

	($0.99)

	($1.10)

	($1.18)

	$0.32 


	 

							 


	Scenario 1B:  Interest Only - Two Year Rates

					 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$34.25 

	$34.25 

	$38.95 

	$38.95 

	$41.45 


	 

	Annual % Increase

	0%

	23%

	0%

	14%

	0%

	6%


	 

	Rate Change from 2009 Update

	$0.00 

	$1.29 

	($3.24)

	($0.50)

	($1.78)

	$0.32 


	 

							 


	Executive's Proposal Scenario 2A:  Capitalized Interest - Single Year Rates

		 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$30.20 

	$33.05 

	$36.15 

	$39.05 

	$42.07 


	 

	Annual % Increase

	0%

	8%

	9%

	9%

	8%

	8%


	 

	Rate Change from 2009 Update

	$0.00 

	($2.76)

	($4.44)

	($3.30)

	($1.68)

	$0.94 


	 

							 


	Scenario 2B:  Capitalized Interest - Two Year Rates

				 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$32.15 

	$32.15 

	$37.05 

	$37.05 

	$42.07 


	 

	Annual % Increase

	0%

	15%

	0%

	15%

	0%

	14%


	 

	Rate Change from 2009 Update

	$0.00 

	($0.81)

	($5.34)

	($2.40)

	($3.68)

	$0.94 


	 

							 


	Scenario 3A:  Zero Coupon Bonds - Single Year Rates

				 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$30.30 

	$33.15 

	$36.25 

	$39.59 

	$42.60 


	 

	Annual % Increase

	0%

	8%

	9%

	9%

	9%

	8%


	 

	Rate Change from 2009 Update

	$0.00 

	($2.66)

	($4.34)

	($3.20)

	($1.14)

	$1.47 


	 

							 


	Scenario 3B:  Zero Coupon Bonds - Two Year Rates

				 


	 

	Projected Monthly Sewer Rate

	$27.95 

	$32.40 

	$32.40 

	$37.22 

	$37.22 

	$42.60 


	 

	Annual % Increase

	0%

	16%

	0%

	15%

	0%

	14%


	 

	Rate Change from 2009 Update

	$0.00 

	($0.56)

	($5.09)

	($2.23)

	($3.51)

	$1.47 


	 

	 

	 

	 

	 

	 

	 

	 



	


	Table 2  King County Wastewater Treatment Enterprise


	Relative Cost of Financing Options


	Prepared by Seattle-Northwest Securities Corporation - April 10, 2008


	 

					 


	 

	Amount of Capitalized Interest (000s)

	Amount of Zero Coupon Bonds (000s)

	Total Debt Service Over Life of 2008-2013 Bonds (000s)

	Additional Debt Service Required Over Baseline (000s)

	Present Value Differential @ 6% PV Rate (000s)


	WTD Financial Plan - 2009 Update

	$0 

	$0 

	$3,726,341 

	$0 

	$0 


	 

	 

	 

	 

	 

	 


	Scenario 1A:  Interest Only - Single Year Rates

	$0 

	$0 

	$3,777,750 

	$51,409 

	($451)


	 

	 

	 

	 

	 

	 


	Scenario 1B:  Interest Only - Two Year Rates

	$0 

	$0 

	$3,777,750 

	$51,409 

	($451)


	 

	 

	 

	 

	 

	 


	Executive's Proposal Scenario 2A:  Capitalized Interest - Single Year Rates

	$72,276 

	$0 

	$3,895,649 

	$169,308 

	$2,670 


	 

	 

	 

	 

	 

	 


	Scenario 2B:  Capitalized Interest - Two Year Rates

	$72,276 

	$0 

	$3,895,649 

	$169,308 

	$2,670 


	 

	 

	 

	 

	 

	 


	Scenario 3A:  Zero Coupon Bonds - Single Year Rates

	$0 

	$395,814 

	$4,032,206 

	$305,866 

	$48,106 


	 

	 

	 

	 

	 

	 


	Scenario 3B:  Zero Coupon Bonds - Two Year Rates

	$0 

	$395,814 

	$4,032,206 

	$305,866 

	$48,106 


	 

	 

	 

	 

	 

	 



	


1 Prepared by Seattle-Northwest Securities Corporation 

ATTACHMENTS:

1. Proposed Ordinance 2008-0231 (with Attachments)
A. Wastewater Treatment Enterprise 2008 Rate Financial Plan
B. General Assumptions 2009 Rate Forecast
2.  Executive’s Transmittal Letter dated April 17, 2008
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