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STAFF REPORT
SUBJECT:  AN ORDINANCE setting the sewer rate and capacity charge for 2012.
SUMMARY:  
This proposed ordinance would:

· Set the 2012 monthly sewer rate at $36.10 per residential customer equivalent (RCE) per month, which is the same rate as last year;
· Set the monthly capacity charge for new connections to the regional system occurring in 2012 at $51.95, which is a 3 percent or $1.50 increase over the 2011 rate of $50.45.
BACKGROUND:

King County provides wastewater services for 34 municipalities or sewer districts in King County, southern Snohomish County and the northern tip of Pierce County.  There are two charges to customers, a monthly sewer fee and a capacity charge for new connections to the system. 
The monthly sewer rate goes towards all WTD expenses, including operating costs, debt service, and capital expenses.  The county charges its monthly sewer rate to its contract cities and special districts based on usage.  The cities and special districts in turn bill their wastewater customers, adding additional charges to maintain and/or expand their local system of collection.  
Cities and special districts are charged based on Residential Customer Equivalent (RCE) units.  One RCE represents the average amount of wastewater a single family residence generates in a month.  Each residential unit is charged one RCE; commercial businesses are charged based on usage.  
New connections to the regional wastewater system are assessed a capacity charge.  The charge is billed directly to the owner of the property after the sewer connection is made.  The capacity charge helps 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).
Capacity Charge
The Executive's proposal includes raising the monthly capacity charge to $51.95 per month (see bolded line in Table 2 below).  Customers are provided the opportunity to pay their capacity charge in full or over fifteen years.  The capacity charge as proposed for 2012 at $51.95 would amount to $9,351 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 $6,485. 
Table 2. Capacity Charge (1996 – 2010 Actual; 2011-2016 Projected)
	Year
	Rate

($/Mo/RCE)
	% 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
	53.52
	3.0%

	2014
	55.13
	3.0%

	2015
	56.78
	 3.0%

	2016
	58.49
	3.0%


The capacity charge is based on 30-year projections and the projections are updated every three years.  The projections were last updated in 2010 for the 2011 proposed capacity charge.
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. 
Monthly Sewer Rate

The proposed monthly sewer rate is $36.10 per month for an average single household for 2012.  The proposed 2012 rate is a zero percent increase from 2011.  Historical, proposed, and projected future rates are listed in Table 1 below.

Table 1. Sewer Rates (1996-2011 Actual; 2012-2016 Projected)

	Year
	Rate

($/Mo/RCE)
	% 

Increase

	1996 – 1999
	$19.10
	

	2000
	19.50
	2.1%

	2001
	19.75
	1.3%

	2002 – 2004
	23.40
	18.5% - 0%

	2005 – 2006
	25.60
	9.4% - 0%

	2007 – 2008
	27.95
	9.2% - 0%

	2009 – 2010
	31.90
	14.1% - 0%

	2011
	36.10
	 13.2%

	2012
	36.10
	0%

	2013
	39.92
	10.6%

	2014
	39.98
	0.2%

	2015
	43.20
	8.1%

	2016
	43.35
	0.3%


Last year, the Council adopted a sewer rate for 2011 that assumed the same rate for 2012.  The rate was also predicated on the assumption that the county would not capitalize interest on bond sales in 2011 and going forward.  The proposed 2012 rate adheres to these two assumptions.   
"Multi-year" Rate

Since 2002, the Council has opted to adopt an annual sewer rate in an amount that assumes that the rate will hold steady for two years.  This is accomplished by placing money into a rate stabilization reserve fund in the first year (i.e., 2011) that can be drawn from in the second year (2012).

A multi-year rate adds stability and predictability to the rate, which is in accordance with FP-15.  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 multi-year sewer rate to provide stable costs to sewer customers."  
Non-Capitalized Interest on Bonds

The proposed $36.10 rate also assumes non-capitalized interest on 2011 and future bond sales (used to pay for wastewater capital projects).  With capitalized interest, bond sales would include a larger principal amount in order to use some of that money to make interest payments.  It would free up more cash flow in the beginning which would ease the burden on the sewer rate, but at a cost of more borrowing up front and more debt service paid over the life of the bond.  The Council, the Metropolitan Water Pollution Abatement Advisory Committee, and the Executive were all in agreement last year that not capitalizing interest from bond sales was a sound financial approach when the 2011 sewer rate was adopted.  
Downward Pressures on the Rate

Factors helping to keep the monthly sewer rate down include lower WTD operating expenditures, higher RCE numbers than forecast, and lower interest rates on debt service.  In fact, these positive factors allow less usage of the rate stabilization reserve, which keeps the monthly sewer rate equivalent of $0.65 extra in the reserve to help keep out-year rates lower. 
Reduced Operating Costs - ($.05)
The majority of operating expenses come from wastewater treatment operations (58%).  Administration and central charges make up 19%, down from 21% in 2010, which was also down from 34% in 2009.  The remaining operating expenses coming from Water and Land Resources Division transfers (9%), biosolid resource recovery (8%), project planning and delivery (3%), and environmental and community services (3%). 

Staffing levels at WTD have remained the same for a long period of time from 598.7 FTEs in 2005 to 594.7 FTEs in 2011.  WTD plans to propose $1.5 million in operating efficiencies in its 2012 budget proposal.  It also has a target of achieving a total of $4.7 million in operating efficiencies by 2014.  These projected efficiencies help keep the sewer rate lower by $0.05.  
Higher RCE Forecasts – ($0.60)
A large positive effect on the sewer rate is that the forecasted number of Residential Customer Equivalents (RCEs) for 2011 is 1.5% better than forecast last year.  The 2011 forecast is modified upward from last year's 2011 estimate of -2.00% to -0.50%.  The number of RCEs in 2010 showed an actual increase of 0.08% (up from a previously predicted -1.0%).  This favorable forecast results in a decreased rate pressure of $0.60.
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Lower Interest Rates on Debt Service – ($1.15)
Debt service interest rates for 2011 were also better than projected last year.  WTD issued long-term term debt in January 2011 at an interest rate of 4.90%.  This is a decrease of 0.85% compared to last year's projected 2011 rate of 5.75%.  

Upward Pressures on the Rate

Upward pressures on the monthly sewer rate compared to last year's projections for this year come from increases in Brightwater project 2011 spending and other capital project cost increases, lower interest rates on investment income, and a lower capacity charge revenue forecast.  

Capital - $0.65
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.  As the capital need drops in the out-years, so does pressure on the rate.  
Table 4 below shows the differences in WTD's proposed Capital Spending Plan compared to the capital spending projections made last year.  
Table 4. WTD Capital Spending Plan (2011-2016) in $Millions
	Brightwater
	2011
	2012
	2013
	2014
	2015
	2016

	2011 Adopted
	$121.7
	10.1
	(2.7)
	
	
	

	2012 Proposed
	194.1
	52.9
	15.2
	
	
	

	Difference
	72.4
	42.8
	17.9
	
	
	

	Non-Brightwater
	2011
	2012
	2013
	2014
	2015
	2016

	2011 Adopted
	111.0
	102.4
	140.4
	152.9
	210.7
	157.5

	2012 Proposed
	111.0
	102.4
	140.4
	152.9
	170.0
	192.0

	Difference
	0
	0
	0
	0
	(40.7)
	34.5

	Total 
	2011
	2012
	2013
	2014
	2015
	2016

	2011 Adopted
	232.7
	112.5
	137.7
	152.9
	210.7
	157.5

	2012 Proposed
	305.0
	155.4
	155.6
	152.9
	170.0
	192.0

	Difference
	72.3
	42.9
	17.9
	0
	(40.7)
	34.5


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.  For 2011-2012, the projected Brightwater CIP accomplishment rate is 95% and non-Brightwater rates are assumed to be 85%.  Therefore, the cash flow needs are less than the proposed amounts shown in Table 4 above.

The most notable change is that for purposes of computing capital cash flow needs, WTD projected additional Brightwater spending in upcoming years, including amounts currently in legal dispute.  The full disputed amount was assumed as a cost in the budget because litigation may not be resolved before the end of 2012 and therefore is not projected as a 2012 revenue.  WTD in the meantime must still expend money on the ongoing Brightwater construction.
WTD also reached an agreement with the Washington State Department of Revenue for a sales tax exemption for Brightwater's biosolids and reclaimed water equipment in the amount of $9.55 million; this added upward pressure on the rate because WTD had previously assumed full recovery of the full disputed sales tax amount of $41 million.  

One outcome of the Brightwater cost assumptions is that non-Brightwater capital projects experience some shift in proposed spending to accommodate the added Brightwater pressure.  In addition, several non-Brightwater projects showed significant increases in spending compared to previously projected levels.  Those projects included the following:
· Combined Sewer Overflow (CSO) projects at Magnolia, Barton and Murray increased by 59 percent ($24 million) for 2011 to 2014 with engineering and cost estimate updates;

· West Point Treatment Plant's influent screening project to meet new State biosolids management regulations increased by 36 percent ($9.2 million) for 2011 to 2014 with updates to the pre-design cost estimate; and

· Ballard Siphon Project increased by 18 percent ($6.7 million) for 2011 to 2014 with an updated budget estimate after a construction bid protest was resolved.
With those increases plus Brightwater cost assumptions, several projects have been identified for significant delays to maintain capital spending levels.  Delayed projects include the following:

· Fremont Siphon Project - Last year, this project to rehabilitate a 98-year-old-siphon already had construction delayed one year from 2014 to 2015 based on engineering assumptions as to the rate of deterioration of the siphon material and assessment of the current condition of the siphon.  It is re-phased to add an 18-month pause after 30 percent design, which defers $10.2 million in spending during 2011-2014 and moves the completion date from 2016 to 2018.  This delay increases the risk of siphon failure before construction is completed in 2018.
· North Creek Interceptor – Replacement will be delayed for two years, deferring $15 million in spending during 2011-2014.
· Sunset Heathfield Project – Increasing the pumping capacity of stations and making improvements to the forcemains at Vasa Park will be delayed by two years, postponing $14.7 million in spending during 2011-2014.  The previously projected completion date of 2017 (which had itself been extended from 2014) is extended to 2019.
· West Point Treatment Solids and Liquids Controls – Interim processors are being installed to maintain operation during design and construction.  Schedules for design and implementation are delayed, deferring $2.3 million through 2014.  

· South Plant Odor Control – Last year the Phase III completion date of 2015 had been extended to 2017.  The start of Phase III is delayed until 2018, pending monitoring.  
Staff analysis of these projected deferrals will continue as part of this rate review and the 2012 budget process.
Interest Rates on Investment Income - $0.45
Just as the poor economy has allowed King County to issue bonds at favorable lower interest rates, so, too, has it resulted in poorer interest rates earned on investment income for the county.  The rate of return on the county's investment pool was forecast last year to be 1.25% in 2011, but that forecast has been revised downward to 0.55% (a decrease of 0.70%).  This is based in part on the United States Office of Economic and Financial Analysis forecasting lower rates of 0.35% in 2011 balanced against actual returns of 0.6%.  
Decreased Capacity Charge Revenue - $0.05
New connections originally forecast at 6,500 in 2011 are revised downward to 5,800 as new construction continues to lag.  The projected decrease of 700 new connections compared to previous expectations reduces WTD revenue, exerting a $0.05 upward pressure on the monthly sewer rate.  
Because the downward rate pressures discussed above are greater than the upward rate pressures, the net result is $0.65 savings to the rate stabilization reserve.  This amount is projected to be drawn down in future years to keep the out-year rates close to what was originally projected last year (see Table below).
Table 5.  2011-2016 Monthly Sewer Rate Projections

	
	2011
	2012
	2013
	2014
	2015
	2016

	2011 Adopted Rate (Jun 2010)
	$36.10
	$36.10
	$39.98
	$39.98
	$42.54
	$42.82

	Percent change
	13.2%
	0%
	10.7%
	0%
	6.4%
	0.7%

	2011 Adopted Budget (Nov 2010)
	$36.10
	$36.10
	$39.69
	$39.90
	$42.34
	$42.69

	Percent change
	13.2%
	0%
	9.9%
	0.5%
	6.1%
	0.8%

	2012 Proposed
	$36.10
	$36.10
	$39.92
	$39.98
	$43.20
	$43.35

	Percent change
	13.2%
	0%
	10.6%
	0.2%
	8.1%
	0.3%


Metropolitan Water Pollution Abatement Advisory Committee

The Metropolitan Water Pollution Abatement Advisory Committee, or 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.

Attached to the Executive's transmittal of the proposed 2012 sewer rate is a letter from MWPAAC (see Attachment 3).  In that letter, MWPAAC is generally supportive of the proposed 2012 sewer rate, including the county's continued cost containment efforts and fiscally conservative debt financing strategies, among other points.  It noted in its letter, "We recognize that our observations and recommendations were in many ways incorporated in your 2011 rate proposal and appreciate your commitment in that proposal to many of our recommendations."
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 (a Monday) to meet this deadline.  Therefore, the Council would ideally adopt the rate by its June 13 meeting.
REASONABLENESS:
Proposed Ordinance 2011-0211 would maintain sewer rates at $36.10 per month per RCE, and increase the capacity charge by three percent to $51.95 per month for new connections.  At this time, it appears to be a reasonable and prudent policy decision.  However, analysis on the proposed balancing of capital projects to achieve the proposed rates continues.  
AMENDMENTS:

None.  
INVITED:
· Christie True, Director, Department of Natural Resources and Parks (DNRP)

· Pam Elardo, Director, Wastewater Treatment Division, DNRP

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

· Tom Lienesch, Economist, Wastewater Treatment Division, DNRP

· Dwight Dively, Director, Office of Management and Budget 
ATTACHMENTS:

1. Proposed Ordinance 2011-0211
A.  WTD Financial Plan for the 2011 Proposed Sewer Rate

2. Executive’s Transmittal Letter and MWPAAC letter enclosure
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