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SUBJECT
Proposed Ordinance 2024-0146.  An ordinance relating to rates and charges for sewage treatment and disposal. The proposed ordinance would increase the monthly sewer rate effective in 2025 to $58.28. The proposed ordinance would also set the monthly capacity charge for new connections to the regional system occurring in 2025 at $76.09. 
SUMMARY
Proposed Ordinance 2024-0146. The sewer rate is WTD’s primary funding source. The monthly sewer rate collected by the county goes to support all Wastewater Treatment Division (WTD) expenses, including operating costs, debt service, and capital expenses.  The proposed ordinance would increase the monthly sewer rate effective in 2025 by 5.75 percent from $55.11 to $58.28. This increase is consistent with what was projected as part of the 2024 forecast. The proposed sewer rate is projected to generate $548.5 million in revenue in 2025. 
The 2025 proposed sewer rate includes a 10-year rate forecast which continues to show rates increasing by more than inflation each year. The need for increasing revenues (rates) is driven largely by the growing capital project demand. The annual Capital Improvement Program (CIP)[footnoteRef:1] expenditures are expected to grow from $398 million in 2025 to just over $879 billion by the end of the forecast period in 2034. While the forecast does not report the CIP needs beyond the forecast period, future CIP needs are expected to be even more substantial given the age of the system,  regulatory requirements, and the expected carryover of capital projects identified in this forecast period into the next period. These future unmet financial needs present an ongoing challenge for the wastewater system.  [1:  After applying the accomplishment rate] 


The 2025 proposed rate increase is the same as projected in the 2024 10-year forecast and the rate forecast through 2030 is largely similar to the 2024 forecast. However, the second half of the 10-year forecast shows larger increases in projected rates when compared to the prior forecast. Beginning in 2029 the annual rate increase will be 8.25 percent and then increase to 9.25 percent in 2032. These incremental increases when compared to the prior forecast are largely driven by increasing operating expenditures. 
The proposed ordinance would also set the capacity charge for new connections to the regional system occurring in 2025 at $76.09 per Residential Customer Equivalent (RCE) per month, which is a 2.5 percent increase over the 2024 rate of $74.23. The capacity charge is expected to generate $109.5 million in revenue for 2025. The capacity charge analysis will be included as part of the staff report for the June 12, 2024, meeting. 
WTD provided initial briefings on the rate development process to the Metropolitan Water Pollution Abatement Committee and the Regional Wastewater Quality Committee. 
The tentative schedule for Council consideration is listed below:
· Transmittal of Sewer Rate May— 1
· Budget and Fiscal Management Committee—Discussion only May 22 and Discussion/Possible Action —June 12 
· Briefing only at RWQC—June 5
· Council consideration/action—June 18, assuming action by BFM
· Approval date requirement for sewer rate—July 1

Staff analysis is ongoing. 

BACKGROUND
The regional wastewater system is almost entirely funded by the monthly sewer rate and the capacity charge.

Monthly Sewer Rate Charged to Local Sewer Agencies.  The sewer rate is WTD’s primary funding source. The monthly sewer rate collected by the county goes to support all Wastewater Treatment Division (WTD) expenses, including operating costs, debt service, and capital expenses. The sewer rate is charged by the county to the utilities that deliver wastewater to the county for treatment and discharge. The monthly sewer rate charged by WTD is a wholesale rate and is billed to local sewer agencies, not ratepayers, based on “residential customer equivalents” discussed below. The utility providers, as direct service providers, set their own rates to recoup the payments required by the County plus their own “local” cost of service.  It is the local agency that determines the total sewer rate charged to the home or business that receives the eventual sewer utility bill.  

Single-Family versus Volume-Based (Commercial, Multi-Family, Industrial). Since the formation of Metro and as directed in King County Code[footnoteRef:2] and all 34 local sewer contracts, King County has had a sewer rate structure that is based on two different classes of customers: single-family and volume-based. Local sewer agencies are charged a flat fee for single-family customers and a volume-based fee for commercial, multi-family, and industrial customers. The fee structure relies on a billing unit referred to as “Residential Customer Equivalent (RCE)” to charge the two different customer classes and determine how costs are shared between the classes. One RCE (750 cubic feet of wastewater) represents the assumed wastewater a single-family home would generate in a month based on flow data from 1989.  [2:  KCC 28.86.186 Financial Policy 15] 

Single Family Residences Are Charged a Flat Rate. Single-family residences are billed to the local sewer agency as one RCE.  King County charges the local sewer agency the monthly sewer rate times the number of single-family customers that are within the utility. See Attachment 2 for the 2022 list of reported RCE-based customers and single-family customers. 
Commercial, Multi-Family, and Industrial Customers Are Charged Based on Volume. Volume-based customers are converted to an RCE unit by taking the monthly volume of water used by the customer and dividing it by 750 cubic feet (cf) of wastewater. This results in a usage amount reflected in RCEs. The 750 cf of wastewater is referred to as the “conversion factor.” Local agencies are then billed for volume-based customers based on the number of RCEs they generate.[footnoteRef:3]  [3:  Industrial users pay an additional fee beyond the monthly sewer rate. These fees help the King County Industrial Waste Program recover the costs associated with monitoring and administering the pretreatment program.] 

Using the Number of RCEs to Calculate the Monthly Rate. When the total number of RCEs is estimated by WTD for a given year, WTD then divides the total projected amount of revenue required (from sewer rates) by the number of RCEs to get the cost per RCE, the monthly sewer rate. King County then charges local sewer agencies the monthly sewer rate for each RCE in their utility.  
Allocating the Sewer Rate Cost Burden Between the Single-Family Sector and the Commercial/Industrial/Multifamily Sector. The financial policies[footnoteRef:4] direct that the conversion factor be reviewed periodically to ensure that the different classes of customers pay their fair share of the cost of the system. However, any change based on review would require changes to King County Code and amendments to each of the 34 local sewer contracts. The 2021-2022 Adopted Biennial Budget Ordinance includes a proviso[footnoteRef:5] requesting a study on the shift of the sewer rate cost burden to the single-family sector from the commercial/industrial/multifamily sector. The report, Sewer Rate Cost Structure[footnoteRef:6], concluded that since the water consumption assumption for the single-family home has not changed, the rate calculations likely attribute too much water flow to single-family residences which due to conservation efforts have seen significant declines in water use over the years. When volume-based commercial/industrial/multifamily sector calculations reflect drops in usage but single-family use does not because the rate is based on 1989 usage assumptions, the single-family residences end up with a disproportionate share of the total cost. [4:  KCC 28.86.186  Financial  Policy 14, Section 4]  [5:  Ordinance 19210, Section 112, Proviso P3]  [6:  See Attachment A to Motion 16006 Sewer Cost Structure Report] 


Capacity Charge Billed to New Customers by King County. The capacity charge is a separate charge assessed by King County for new connections to the sewer system. The purpose of the capacity charge is to ensure that new customers pay the costs of expanding the wastewater system. The current version of the charge started with the Robinswood Agreement and the principle of “growth pays for growth.”
Financial Policy 15 states: “The capacity charge shall be set such that each new customer shall pay an equal share of the costs of facilities allocated to new customers, regardless of what year the customer connects to the system.”  
The capacity charge is paid as a monthly charge amortized over 15 years. Unlike the wholesale sewer rate, the capacity charge is billed directly to customers by King County. New customers may elect to pay off the charge early as a lump sum at a discounted rate; a sold property would pay off any remaining balance due at the time of sale.
Recent Changes to the Capacity Charge Rate Structure. Since the early 1990s, the county has established separate classifications of customers and charged those customers based on an RCE calculation. In 2017, WTD initiated a study of the capacity charge rate structure given the changes that are occurring in terms of types of development and housing stock. The Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) created a capacity charge rate structure work group to provide technical expertise to the county on the rate study and make any recommendations to WTD. A key recommendation of the work group was that capacity charge customer classifications should bear a close relationship with the average persons per household for each customer class. 

In January 2021, the King County Council adopted Ordinance 19153 which revised the financial policies to restructure the capacity charge to align amounts charged according to size and type of housing, tying payment levels to the average number of persons accommodated by the housing type. Commercial connections continue to pay based on how much water they use and discounts continue for low-income housing. These changes did not impact the methodology used to determine the total costs of growth. 

[bookmark: _Hlk160195094]Update to Projected Customer Numbers and Projected Capital Costs. King County Code 28.86.160 requires an update of customer numbers and projected capital costs used to calculate the capacity charge every three years. The last update or recalibration occurred in 2023 and produced the proposed charge for 2024. In 2025 and 2026, the proposed capacity charge annual increase will reflect this adjustment. WTD reports the required update of the capacity charge will not be possible after 2030 without an update to the Regional Wastewater Services Plan (RWSP) because the methodology in code is tied to the life of the RWSP, which currently extends through 2030.[footnoteRef:7]  [7:  See Subsection 3.a. of Financial Policy 15 in 28.86.160C.3(a)] 

Improving the Capacity Charge Methodology for Determining “Growth Pays for Growth”. The policies to determine how growth costs should be determined and allocated are in King County Code (K.C.C. 28.86.160(C) FP-15(4)). Here’s how it works at the simplest level:
1. Growth-related costs are identified
2. Monthly sewer rate revenue from “new customers” is calculated
3. The capacity charge is set to cover any shortfall 

A 2016 Auditor’s report[footnoteRef:8] found that the model that calculates the annual amount of the capacity charge is highly complex, not transparent, not independently verifiable, and susceptible to errors. Furthermore, the audit found that some of the financial policies related to the capacity charge need clarification. The Executive concurred with almost all of the audit findings and recommendations and noted that the desire for a simpler capacity charge approach is a long-held goal of WTD.  Additionally, the Executive’s response notes that most of the suggested changes in the audit would require significant engagement with local sewer agencies.  [8:  Wastewater Capacity Charge: Unclear Whether Growth Is Paying for Growth] 

In 2020, WTD engaged a consultant to develop a new model approach that is simpler and reflects current industry standards. In 2021, WTD briefed MWPACC on the consultant’s findings in a series of meetings. Later that year, WTD paused work on the capacity charge methodology review in order for the Clean Water Plan to inform information about future capital growth costs. WTD reports it recently requested the consultant resume its work on revising the methodology for the capacity charge. WTD expects to engage with MWPAAC on this effort. 
Additionally, any changes to the capacity charge financial policies would have to be approved by the King County Council and reviewed by the Regional Water Quality Committee. 
By contract with partner cities and sewer districts, the county is to complete its consideration of the sewer rate for the following year by July 1 of each year.[footnoteRef:9]  [9:  Partner city and sewer districts act after the county sets the sewer rate to establish their local rates, all of which go into effect on January 1, 2024.
] 



Required Information. The financial policies listed below specify the contextual information that is to accompany the rate transmittal. WTD has prepared a technical memo with the required information that provides detailed information on the revenues, expenditures, debt service, operations, and capital programs that inform the rate development process. Please see Attachment 4 to this staff report. 

 FP-16:  The executive shall prepare and submit to the council a report in support of the proposed monthly sewer rates for the next year, including the following information:
               Key assumptions:  key financial assumptions such as inflation, bond interest rates, investment income, size and timing of bond issues, and the considerations underlying the projection of future growth in residential customer equivalents.
               Significant financial projections:  all key projections, including the annual projection of operating and capital costs, debt service coverage, cash balances, revenue requirements, revenue projections and a discussion of significant factors that impact the degree of uncertainty associated with the projections.
               Historical data:  a discussion of the accuracy of the projections of costs and revenues from previous recent budgets, and
               Policy options:  calculations or analyses, or both, of the effect of certain policy options on the overall revenue requirement.  These options should include alternative capital program accomplishment percentages (including a ninety percent, a ninety-five percent, and a one hundred percent accomplishment rate), and the rate shall be selected that most accurately matches historical performance in accomplishing the capital program and that shall not negatively impair the bond rating.

Historical Sewer Rate. Table 1 depicts the anticipated sewer rates through 2027.   Increases have historically been structured effectively as biennial rates, with rate adjustments in alternating years.  In 2021, after engagement with cities and sewer districts through the MWPAAC, the Executive recommended annual, rather than biennial adjustments to sewer rates.    


Table 1. 
Sewer Rate (2009-2024 Actual; 2025 Proposed; 2026-2027 Projected)

	
Year(s)
	Rate
($/RCE/ Month)
	% Increase

	2009 
	$31.90
	14.1%

	2010
	$31.90
	0.0%

	2011
	$36.10
	13.2%

	2012
	$36.10
	0.0%

	2013 
	$39.79
	10.2%

	2014 
	$39.79
	0.0%

	2015 
	$42.03
	5.6%

	2016
	$42.03
	0.0%

	2017
	$44.22
	5.2%

	2018
	$44.22
	0.0%

	2019
	$45.33
	2.5%

	2020
	$45.33
	0.0%

	2021
	$47.37
	4.5%

	2022
	$49.27
	4.0%

	2023
	$52.11
	5.75%

	2024
	$55.11
	5.75%

	2025
	$58.28
	5.75%

	2026 
	$62.36
	7.00%

	2027 
	$66.73
	7.00%



ANALYSIS
Proposed 2025 Sewer Rate and Projected 2025-2034 Forecast. The sewer rate is proposed to increase by 5.75 percent in 2025. As shown in Tables 2 and Figure 1, this is the same level of increase for 2025 as projected in the 2024 10-year forecast but the later years of the forecast have increases larger than projected in the 2024 forecast. This section of the staff report will discuss the factors influencing the proposed rate and the forecast. 

Table 2.
Proposed 2025 Sewer Rate and Forecast Compared to 2024 Forecast
(Rounded to the nearest dollar)
	FORE-CAST
	2024 (adopted)
	2025
	2026
	2027
	2028
	2029
	2030 
	2031
	2032
	2033
	2034

	2025 Monthly Rate
	$55
	$58
	$62
	$66
	$71
	$77
	$84
	$91
	$99
	$108
	$118

	2025 % increase 
	5.75%
	5.75%
	7.0%
	7.0%
	7.0%
	8.25%
	8.25%
	8.25%
	9.25%
	9.25%
	9.25%

	2024 monthly rate 
	$55
	$58
	$62
	$67
	$71
	$77
	$84
	$91
	$99
	$108
	NA

	2024 % increase 
	5.75%

	5.75%
	5.75%
	6.5%
	6.5%
	6.5%
	7.0%
	7.0%
	7.0%
	7.0%
	NA



The increase in rates in the later years of the 2025 forecast when compared to the 2024 forecast can also be seen in Figure 1 below. 
Figure 1. 
Comparing 2024 and 2025 Annual Sewer Rate Increase Projections
[image: ]
[bookmark: Slide_14:_Rate_Impacts_–_2024_Rate_Forec]Although expenditures in 2025 are expected to increase more than projected in the previous forecast, the rate increase when compared to 2024 is staying the same for 2025 because the Executive has made the policy decision to maintain predictability from the prior year’s forecast. This is possible because WTD sets its cash revenue (rate) requirements based on a 10-year average over the forecast period which allows WTD to make adjustments to “smooth” the rate increases over the forecast period. 

Key Assumptions and Changes in 2025 Forecast.
Capital Projects
The CIP Project Forecast Continues to Project Significant Growth. The projected sewer rate increases over the forecast period are largely driven by the increasing capital portfolio of projects necessary to operate the regional wastewater system. Each year the annual rate proposal includes an updated 10-year CIP Forecast. The total “aggregated CIP” is based on the schedule target for projects prioritized to be included in the 10-year forecast. The 2025-2034 total aggregated CIP is $10.5 billion. This is a net increase in the CIP of about $1.6 billion when compared to the prior forecast prior. 
Figure 2 shows the expenditure categories that make up the CIP in 2025-2034. As shown, asset management (plants and conveyance), regulatory compliance, and capacity improvement projects are the largest categories of projects. As shown in Figure 2, regulatory compliance expenditures are projected to make up a growing share of the capital expenditures in the second half of the forecast period. 
Figure 2.
CIP Components for 2024 Baseline and 2025-2034 Financial Forecast
[image: ]
Developing a Realistic Capital Improvement Program Forecast.  Capital projects and the associated debt are the largest driver of WTD rates so changes to the assumptions in the capital forecast can have an impact on the rate. If the forecasted expenditures are set higher than needed, it could result in raising rates to generate revenue before there is an ability to actually spend the revenue. WTD reports it carefully considers how to forecast actual capital spending in order to determine the amount of funding (cash and debt) that will be needed to pay for the CIP. The projected actual spending is referred to as “capital spending after accomplishment rate.” The “accomplishment rate” is the forecasted percentage of the total aggregated CIP spending that is forecast to actually occur. Table 3 displays the aggregated projects forecast, the accomplishment rate, and the forecasted capital spending after the accomplishment rate. 
Table 3.
Capital Spending (In millions) After Accomplishment Rate 

[image: ]
The discussion below describes two of the key components WTD uses to forecast the actual expected CIP expenditure rate: 1) developing a forecast to reflect staffing capacity, and 2) assuming schedule delays will reduce total expected expenditures by 15 percent. 
Forecast Reflects Constrained Staffing Capacity and Potential Project Delays. To address the significant increase to the CIP in coming years, WTD has increased adopted staffing levels for CIP delivery by 114 FTEs between 2021 and 2024. To better estimate actual project completion, in 2022 WTD began to apply a resource constraint that involves a high-level calculation of capital expenditures and project delivery that can be expected per employee.[footnoteRef:10] WTD reports this calculation is based on historical data and has typically been fairly accurate on average. The forecast assumes 254 total additional FTEs would be added during the forecast period for CIP delivery. The actual number of additional FTE requested is decided upon annually as part of the budget process.  [10:  WTD multiplies the historical average expenditure per FTE ($944,140 in 2023 dollars) by the projected total productive FTEs each year. ] 

This capacity constraint calculation impacts the CIP expenditure through the 2030 forecast.  After 2030, the CIP staffing capacity analysis shows capacity will be sufficient to meet the capital needs. However, for the remaining years in the forecast, the capital program’s expenditure projections are assumed to be reduced by 15 percent due to scheduling delays, resulting in an outyear “accomplishment rate” of around 85 percent of the planned capital expenditures.
The capital costs not forecast to be spent during the forecast period are not “counted” in the forecast and should be assumed to carry over until the next forecast period. For WTD, this means $2.2 billion will need to be carried over into future forecast periods.  As a result, although the proposed forecast shows a drop in CIP expenditures at the end of the forecast, this appears unlikely given the unaccounted-for CIP planned expenditures earlier in the forecast period. 
WTD reports it will continue to evaluate whether the delivery capacity limit and accomplishment rate approach arrive at a reasonable way to forecast annual capital spend for purposes of sewer rate forecasting over the 10-year period. Additionally, WTD is continuing to evaluate and improve its long-term forecasting methodology. In 2023, the County Council adopted Motion 16410 requesting WTD develop a recommended methodology for forecasting the long-term costs of its capital improvement needs for forecast periods of up to 75 years.  The motion was initiated by the Regional Water Quality Committee based on concerns that the regional wastewater system faces unknown, yet significant capital improvement costs beyond the 10-year forecast period. On April 3, 2024, WTD presented its recommended methodology to RWQC and began work to develop a long-term forecast of its capital improvement needs. 
Council staff asked for additional information on how project prioritization will occur across the CIP portfolio given the assumed lower accomplishment rates through 2029. 
WTD reports: 
WTD uses Portfolio Management (PfM) to evaluate existing projects and new projects when determining priority. PfM is an objective process which brings subject matter experts together to prioritize projects based on criticality, risk of failure, and other factors. We will of course strive to achieve higher accomplishment rates each year and continue to assess and adjust the AR assumption used in the sewer rate forecast.
. ​
Outyear CIP Costs Increasing Since Prior Forecast.  As discussed above, for the first part of the forecast period, WTD is assuming a constrained capacity to achieve the total CIP. As a result, as shown in the figure below, when compared to the 2024 forecast, the CIP spending after the accomplishment rate through 2028 is projected to remain relatively close to the levels in the 2024 forecast. 
Beginning in 2029 there are more significant increases in capital spending for the forecast period when compared to the prior forecast period. The proposed 2025 forecast period includes about $1.2 billion more in total expenditures than the prior 2024 10-year forecast when comparing spending projections adjusted for staffing capacity and scheduling. Some of the changes include the following additions to the forecast[footnoteRef:11]:  [11:  The changes are before the accomplishment rate is calculated.] 

· $430 million--redistributing the contingency for the Mouth of Duwamish CSO project to reflect the updated schedule 
· $160 million for newly identified conceptual needs
· $200 million for updated conceptual project forecasts
· $280 million for current project forecasts

Figure 3. 
2025 Proposed and 2024 Adopted 2024-2034 Projected Spending After Accomplishment Rate

[image: ]
Largest CIP Projects. The following five projects are the largest individual components of WTD’s forecasted six-year CIP. These projects are described in the technical memo. Staff have requested cost estimates for each of these projects. The complete list of projects in the six-year CIP will be transmitted as part of the budget process. 
· West Point Power Quality Improvements 
· Elliott West Wet Weather Treatment Station
· Coal Creek Sewer Upgrade
· West Point Treatment Plant Raw Sewage Pump Replacement 
· [bookmark: _Hlk133743993]Lake Hills and NW Lake Sammamish Interceptor Upgrade 
Conveyance System Improvement and I/I Projects Largely Deferred. For the 2025 forecast, the proposal largely continues the practice from the 2024 forecast of deferring the CSI-I/I projects with a lower risk of capacity-related overflows. This includes those projects that have not had a capacity related overflow in the last 10 years. WTD reports the 2024-2034 forecast includes a minor allocation for these projects of $8 million in 2034. This deferral is expected to reduce the CIP by $349 million from 2025-2034. 

Modified Combined Sewer Overflow (CSO) Consent Decree Costs. In 2013, King County entered into a federal consent decree to complete its CSO control projects in compliance with the federal Clean Water Act.  In 2019, King County asked the regulatory agencies to begin negotiations to modify its consent decree because conditions had changed since the consent was approved. A final modified consent decree has not yet been approved. WTD has assumed 2040 as the CSO project completion as a representative end date since the 2022 sewer rate proposal. The proposed forecast has not added projects or changed cost estimates or schedules, except for the mouth of Duwamish. The forecast does include one more year of CSO spending reflecting the forecast has been extended out one year.
Strategic Climate Action Plan Projects. The 2025 forecast includes $249 million for SCAP projects for various initiatives including significant upgrades to the biogas systems across all three regional plants. Additionally, funds are earmarked for investments in Class A biosolids production and numerous energy-saving projects, primarily focusing on replacing powered equipment such as pumps. The forecast also encompasses investments in the reclaimed water program at Brightwater, along with the installation of electric vehicle charging stations.

Nutrient Pollution Discharge Elimination System Permit (NPDES). The 2025-2034 forecast only includes the first cycle costs and those have been identified at $50 million. Council staff have asked WTD for cost estimates on the range of additional expenses that could be required as part of the NPDES permit. 
Cash Funding Calculations for the Capital Improvement Program. Since 2017, the sewer rate has been set at a level to ensure that on average over the 10-year forecast, 40 percent of the capital spending forecast funding is generated from revenues (cash) and the remainder from debt. According to WTD, the 40 percent cash spending practice has helped to strengthen WTD’s financial capability and limit growth in debt balances. WTD reports that, due to conservative forecasting assumptions and timely use of refunding opportunities, it has effectively cash-funded 55 percent of its CIP in the last seven years and reduced the growth of debt balances more than originally expected. 
Depreciation Approach Results in Smoother Rate. In 2023, WTD began evaluating different cash-funding policy alternatives to avoid large rate increases and spikes during the forecast period.  Beginning last year, WTD began to use an “original cost depreciation” method for setting cash funding targets for its capital program. WTD uses the total expected depreciation over the forecast period to determine the total cash contributions required in the next 10 years. Then it chooses a smooth combination of rate increases that achieves that total contribution. As a result, the average annual cash contribution is equivalent to the average annual depreciation (in that 10-year period).
According to WTD, this depreciation approach reduces the near-term rate spikes caused by large CIP investments in a particular year because the fiscal impact of the CIP investment is spread out over the useful life of the asset.  Under this approach, a large increase in the expected actual CIP expenditures would only increase the amount of cash needed in a year by the depreciation amount in that year. 
Table 5 shows the projected annual cash funding over the forecast period. As shown below, the first year of projected cash funding ratio below 40 percent is 2027. 



Table 4. 
Projected Annual Cash Funding in Millions (2024-2033)24

	 
	2025
	2026
	2027
	2028
	2029
	2030
	2031
	2032
	2033
	2034

	Forecasted Annual Depreciation Across all Assets (Equals cash target for that year)
	$191 
	$199 
	$206 
	$218 
	$232 
	$253 
	$275 
	$282 
	$306 
	$326 

	Forecasted Annual CIP 
	$398 
	$474 
	$549 
	$681 
	$873 
	$997 
	$940 
	
$1,058 
	
$1,076 
	$879 

	Cash Funding Ratio (Annual Depreciation/ Annual CIP)
	48.1%
	42.0%
	37.5%
	32.0%
	26.6%
	25.4%
	29.2%
	26.7%
	28.5%
	
37.1%



While this original depreciation approach does result in fewer spikes and smaller rate increases because less rate revenue (cash) will be needed, increasing debt does increase interest costs in the outyears. Because the forecast is limited to 10 years, it is difficult to evaluate the rate impact of these near-term decisions on the amount of debt versus cash in the next forecast period. 
For additional details on the cash funding policy, please see Attachment 9, Financial Policy Review, Cash-Funding Alternatives (October 2022). 
Operating Expenditures
Projected Increase in Operating Expenditures. Operating expenditures account for about one-third of the revenue requirements for the sewer rate. In 2025, operating expenditures are expected to increase by 12.5 percent and WTD will consider this a new baseline.  WTD considers this a one-time adjustment for a catchup in cumulative inflation that was not incorporated in the 2023-2024 budget or previous forecast.  After the 2025 adjustment, the WTD forecast assumes a 6.9 percent increase in operating costs and inflation related increases for 2026 and 2027. Then in 2028, operating cost increases are projected to stay at 4.9 percent for the remainder of the forecast.



Table 5.
Historical Annual Increase in WTD Operating Expenditures

	Year
	Operating
Expenses
	Annual
Growth

	2012
	114,939
	

	2013
	117,183
	2.0%

	2014
	124,201
	6.0%

	2015
	128,926
	3.8%

	2016
	136,321
	5.7%

	2017
	148,199
	8.7%

	2018
	152,589
	3.0%

	2019
	155,785
	2.1%

	2020
	158,660
	1.8%

	2021
	158,628
	0.0%

	2022
	173,870
	9.6%

	2023
	187,185
	7.7%

	
	Average
	4.6%



[bookmark: Operating_Expenditures][bookmark: Operating_Forecast][bookmark: _bookmark0][bookmark: _bookmark1][bookmark: _bookmark2][bookmark: _bookmark3]
Increases in operating expenditures can have a larger impact on the rate than an equivalent increase in capital costs because operating expenditures must be funded by cash. According to WTD, the incremental increase in forecasted operational expenditures when compared to the prior forecast period accounts for about 75 percent of the incremental rate increases above those included in the 2024 sewer rate adoption 10-year forecast. 
WTD reports it was able to address some of these inflationary costs in 2023 and 2024 by using operating expenditure savings, largely from staffing vacancies, lower use of central services, and delays in the Waterworks Grants Program. WTD reports it does not expect to continue to have these same level of under expenditures. 
Why Are Operating Expenditures Increasing? According to the technical memo, the increase in operating expenditures for 2025 includes:
“adjustments for significant known increases such as electricity and chemicals, in addition to updated prices where recent inflation exceeded previous forecast assumptions. The growth in operating costs assumption reflects new and expanding requirements, such as enhanced cybersecurity, contaminants of emerging concern/nutrient work, capital project participation, and added facilities such as Georgetown.” 
The technical memo also identifies that the increased operational staffing needs figure into the near-term increased rate of operating cost growth to address current staffing needs and anticipated growth in required staff over the forecast period. The technical memo briefly describes the need for this additional operational staff, but it does not include any estimate as to the number of additional staff that will be requested as part of future budget requests. The technical memo reports that a portion of the staffing needs will be requested in 2025 and the remainder of the requests are planned to be spread over the following years. WTD reports it is preparing the specific package of requested positions and related business cases for submittal in the 2025 budget process.
WTD reports the additional operating expenditure capacity available within the 5.75 percent sewer rate increase is not sufficient to meet all of the identified needs so a prioritization process is underway now as part of the 2025 budget development process to identify expenditure priorities. WTD reports the additional expenditure capacity will first be allocated to existing labor costs and the re-baselining of existing operational expenses. The specific proposals for additional expenditures and FTEs will occur as part of the 2025 budget process. 
Metropolitan Water Pollution Abatement Advisory Committee Comments.  The Metropolitan Water Pollution Abatement Advisory Committee (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 within King County’s sewer service area.  These cities and sewer utilities deliver their sewage to King County for treatment and disposal.
Although MWPAAC does not have a formal role in approving the rate, MWPAAC closely follows the rate development process each year and works closely with WTD on issues related to the regional wastewater system and the sewer and capacity charge. As noted in the attached letter (Attachment 6) to the King County Council from MWPAAC, “For many MWPAAC agencies, the sewer treatment charges paid to King County are the largest single expenditure in our respective budgets, and thus the largest impact on each agency’s rate making.”
The letter to the Council includes the following points:
· MWPAAC supports the proposed 2025 sewer rate increase of 5.75 percent and is pleased because of the predictability it provides for member agencies that this is the same increase as projected last year.
· Concern with the growth and affordability of the sewer rate over the long term.
· Supportive of actions of the Regional Water Quality Committee to encourage long-term capital and rate forecasting.
· MWPAAC is eager to see planning efforts for the Regional Wastewater Service Plan Update resume.
· Support reviewing work in preparation for contract negotiations. 
· Acknowledging continuing positive relationship between MWPAAC and WTD. 

Capacity Charge 
Staff analysis is ongoing. 

INVITED
· Kamuron Gurol, Director, Wastewater Treatment Division
· Courtney Black, Financial Services Manager, Wastewater Treatment Division
· Crystal Fleet, Capital Portfolio Planning and Analysis Unit Manager, Wastewater Treatment Division

ATTACHMENTS
1. Proposed Ordinance 2024-0146 (and its attachment)
2. Transmittal Letter 
3. Fiscal Note 
4. Technical Memo Proposed 2025 Sewer Rate and Capacity Charge 
5. Financial Policy Review Cash-Funding Alternatives 
6. Metropolitan Water Pollution Abatement Advisory Committee 2025 Rate Recommendation Letter to Council 
image3.emf

image4.emf

image1.emf

image2.emf

image5.png
kil

King County




