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REVISED STAFF REPORT
ACTION TAKEN:

The Budget and Fiscal Management Committee amended the PO 2013-0225, per the Clerk’s recommendations to locate newly defined terms for ‘zero discharge structures’ and ‘discharge events’ in with the other definitions pertaining to the capacity charge that already exist in the code.  The legislation was given a ‘do pass’ recommendation, as amended.
SUBJECT:  
AN ORDINANCE amending the sewage disposal rules and regulations to clarify the application, administration and billing for wastewater capacity charges.
SUMMARY:  
Proposed Ordinance 2013-0225 clarifies and modifies the administration of the wastewater capacity charge to address emerging issues such as 1) “zero discharge structures”, that will be connecting to the wastewater treatment system but do not anticipate utilizing it because of on-site treatment of wastes as a part of sustainability strategy; and 2) variable discount rates for lump sum payments on the capacity charge that reflect current economic conditions, rather than a fixed rate.  In addition, the proposed amendments  update code definitions, make corrections for consistency in terminology, clarify the capacity charge is the responsibility of the current owner of a structure or property and provide additional detail on releasing a lien in the event of a delinquency.
BACKGROUND:
Capacity Charge History

A capacity charge on new connections to King County’s wastewater treatment system has been levied since 1990. During the 90’s the capacity charge was limited by state law to levels that made it a relatively ineffective tool for enabling growth to pay an equitable share of the costs of additional service. As a component of the Regional Wastewater Services Plan (RWSP), King County, cities and sewer districts adopted a financial policy pledging to pursue legislative changes to the capacity charge.   In 2001, the Washington State Legislature amended state law to lift or remove the cap on the capacity charge. The Regional Water Quality Committee (RWQC) and King County approved the new capacity charge policy the same year.  In the spring of 2002, new capacity charge fees were established starting January 1, 2003.   

In its current form, King County’s capacity charge is a uniform charge assessed to newly connecting customers during the 2003-2030 planning and implementation period of the Regional Wastewater Services Plan. The charge is based upon the costs, customer growth and related financial assumptions used for the plan. This allows for efficient and effective system development, and spreads the costs of the new facilities needed to serve new customers over the lifetime of the plan.

Specifically, King County Code (K.C.C.) 28.86.160, financial policy FP-15 provides a methodology for calculating the capacity charge in support of the RWSP. The methodology requires new connections to pay ninety-five percent of the incurred costs of the additional system capacity during the life of the 2003 to 2030 capital plan via the capacity charges and sewer rates paid by ‘growth’ (new connection) customers. The policy outlines the conceptual framework and several specific allocation rules by which costs are allocated between existing and newly connecting customers.
The specifics of the application, administration and billing for collection of the wastewater capacity charge are found in K.C.C. 28.84.050 and were established in 1993 (Ordinance 121034) and updated in 2009 (Ordinance 16414).  Wastewater Treatment Division staff have developed practices consistent with current code for the implementation of the capacity charge.  WTD recently reported that 2012 activities for the capacity charge collection section included: 
· 5,500 new accounts established for a total of approximately 72,000  active accounts

· Approximately 14,000 invoices sent each month

· 49,000 escrow requests completed

· 11,500 change of ownerships completed

· 513 liens filed

· 14,000 phone calls fielded during the year
Separate from the administration of the capacity charge, the Regional Water Quality Committee is currently reviewing the underlying policy for the calculation of the capacity charge and specifically reviewing the allocation of costs to existing and growth customers.  PO 2013-0225 has no direct bearing on this policy review.  However, in 2011 the RWQC did discuss ‘zero discharge structures’ (see below) and issues related to the indexing of the capacity charge for ‘low income housing’.  Those issues were referred to the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) for further consideration.  MWPAAC has been briefed by WTD staff on PO 2012-0225 but there has been no formal position or communication related to the legislation from MWPAAC at this time.
Emerging Issues
Zero Discharge Structures: 

Recently building developers and owners (along with their architects) have sought to incorporate greater sustainable construction and operational practices into structures in King County.  Notably, some of them are participating in what is called the “Living Building Challenge”
 which promotes energy efficiency and utilizing / recycling waste products on-site, including wastewater.   Current health codes in Washington State and King County require urban structures to be connected to the local wastewater collection system, however these new ultra-sustainable structures do not anticipate discharging waste to the wastewater collection system for treatment because they have incorporated on-site treatment systems.   
There is currently no King County Code provision for such structures which are connected to the wastewater treatment system, but not expecting to use or discharge to it.  However, should the building need to use the system – adequate capacity for the treatment of such waste must be planned for and compensated for under existing policy and code in King County.   With this emerging technology of onsite treatment, the code is proposed to be amended to accommodate “Zero Discharge Structures” – that will be allowed to connect to the system without payment of a capacity charge at the time of connection (with provisions for monitoring, etc.).  However, should the structure discharge to the system, whether one day or up to 90 days (as a ‘discharge event’) three months of what would have been the capacity charge will be paid to WTD.  Should the structure discharge three times or more within any rolling 15 year period, full payment of the capacity charge will levied and collected by WTD.

Indexed interest rates for lump sum or pre-payment of the Capacity Charge:
When the state legislature approved a more flexible capacity charge in 1993, despite requests to have the default be a lump sum payment of the capacity charge at the time of connection to the system; instead the payment of the capacity charge is spread out over 15 years and calculated as a monthly charge.   Each customer subject to the charge is billed by WTD semi-annually (although the frequency of billing may be altered by the WTD Director) for fifteen years.  However, the total amount due (reflecting the sum of all remaining payments) may be paid as a lump sum at any time, and at a discounted rate   The discounted rate is currently calculated at 5.5% annually.  However this discounted rate no longer reflects the benefit of upfront payment to the division (reflecting borrowing and investment rates of funds related to capital projects).   Therefore, the Executive proposes the lump sum discount should be indexed to reflect fifteen-year mortgage and ten- and twenty-year investment rates.  The discount rate would be updated in December of each year and then in effect as of the January 1 of the following year.
ANALYSIS:
The following is a summary of the proposed modifications to code regarding application, administration of the capacity charge in KCC 28.84.050:
Definitions and consistent use of terms:  Code terminology is updated to provide greater clarity and consistency regarding capacity charges related to ‘structures’ (not properties) and customers.   

Clarification of special purpose housing (which has an indexed/lowered capacity charge rate) allowed to serve up to two people of which at least one is physically or mentally disabled.

Zero discharge structures are defined along with ‘discharge events’ and determination of a capacity charge calculation at the time of connection (no charge levied at that time) or upon three discharge events during a fifteen year period (full collection of capacity charge in a single invoice)

Indexing of discount rate for lump sum payments:  Rather than a fixed discount rate of 5.5% annually, the code would be amended to allow an annual discount rate to be determined each year (in December) reflecting fifteen-year mortgage and ten- and twenty-year investment rates.   If Council wants to have more oversight of this amount, the proposed indexed discount rate could be calculated and submitted annually with the budget proposal.  However, this seems like an administrative issue that could be left to WTD and the Executive, but should be reported each year with the other supporting materials for the annual rate adoption.
Clarification of calculations of capacity charge when pre-existing structures are demolished and replaced with new/additional structures:  Terminology is updated be more explicit regarding determination of reduced capacity charges for new connections when a pre-existing structure existed on a property.

Capacity Charge payments and delinquencies: The code terminology is updated to make it explicit who is responsible for payment of the capacity charge and notes that delinquencies shall include payment of the costs related to preparing and filing a lien (rather than a fixed $150), should that be necessary.  There is also an added line noting “The lien will be released when all past due capacity charges plus interest and late penalties have been paid.”
AMENDMENTS:
For clarity purposes, the Council Clerk suggests that some of the newly defined terms for ‘zero discharge structures’ and ‘discharge events’ should be included with the other definitions pertaining to the capacity charge that already exist in the code (beginning on line 503 of the ordinance).
REASONABLENESS:
Proposed Ordinance 2013-0225 clarifies the code to address emerging issues relating to the capacity charge regarding zero discharge facilities and variable interest rates affecting a fair and equitable discount for lump sum payments.   These changes, along with other terminology and text changes appear to provide more clarity, consistency and therefore transparency for new customers connecting to the system and should improve the efficiency of the capacity charge collection program.
� Living Building Challenge is an international sustainable building certification program created in 2006 by the non-profit International Living Future Institute. It is described by the Institute as a philosophy, advocacy tool and certification program that promotes the most advanced measurement of sustainability in the built environment.





