
[image: image2.png]kg King County

Department of Natural Resources and Parks
Wastewater Treatment Division




King County Executive
2013 Monthly Sewer Rate and Capacity Charge Proposal

Funding Our Clean Water Utility 
April 19, 2012
This information is available in alternative formats upon request by calling 206-684-1280 (voice) or Relay Service 711 (TTY).
Table of Contents
11.0
Introduction


12.0
Sewer Rate Management


22.1
Rate Stabilization


32.2
Cost Containment


33.0
Operations


33.1
Revenues


43.2
Expenses


44.0
Capital Improvement Program


44.1
Capital Spending


74.2
Capital Accomplishment Rate


74.3
Capital Revenues and Financing


74.3.1
Capacity Charge


84.3.2
Bonds and Interest Rates


84.3.3
Alternative Financing


105.0
Residential Customer Equivalents and New Connections


116.0
Change from 2012 Sewer Rate to 2013 Proposed Sewer Rate


137.0
Summary of 2013 Rate Proposal Projections and Assumptions


158.0
Comparison of King County Rates with Similar Agencies




List of Tables

2Table 2‑1. Rate Stabilization Reserve, 2011-2016


4Table 3‑1. 2012 and 2013 Operating Revenues


9Table 4‑1. Past State Revolving Fund and Public Works Trust Fund for WTD Loan Funded Capital Project


10Table 4‑2. Current State Revolving Fund for WTD Loan Funded Capital Projects


10Table 5‑1. Current Residential Customer Equivalents Forecast


11Table 5‑2. Projected New Sewer Connections by Year of Connection


12Table 6‑1. Changes from 2012 Adopted Rate to 2013 Proposed and 2014 Intended Rate


13Table 7‑1. Wastewater Treatment Division Comparison of Forecast Assumptions 
2012 Adopted Budget and 2013 Proposed Rate




This page left intentionally blank
1.0 Introduction
This report describes the underlying assumptions, projections, and key factors considered in developing the King County Executive’s proposal for the Wastewater Treatment Division’s (WTD) 2013 monthly sewer rate and capacity charge. The proposal for the 2013 monthly sewer rate is $39.85, an increase of 10.4 percent from the 2012 rate of $36.10. The intent is to maintain this rate through 2014. The proposal for the 2013 monthly capacity charge is $53.50, an increase of 3 percent from the 2012 charge of $51.95. In support of this proposal, WTD has committed to identify operating efficiencies of $1.9 million by 2014. In addition, the capital program has been carefully structured to ensure highly prioritized projects are funded and to defer those of lesser priority through schedule modifications.

The main driver of the proposed sewer rate increase is the inclusion of increments of debt service from previous bond issues. During the height of the Brightwater Treatment System (Brightwater) construction, 2008 to 2010, WTD structured bond payments to bring the full debt service amount into the financial plan through measured steps. This was designed to produce a series of nearly equal rate increases of which the 2013 rate is one. Higher costs in specific areas of the operating and capital programs provide additional sources of upward pressure on rates, especially in 2013 and 2014. The first of these is an increase in planned capital expenditures associated with completing Brightwater. This planned Brightwater spending includes a combination of increased spending required to finish construction at the treatment plant, costs associated with delays in completing the conveyance system, and additional builder’s risk insurance premiums. The second source of upward rate pressure is higher operating expenses which are summarized in Section 3.2.
The remainder of this document outlines the major factors underlying the 2013 monthly sewer rate and capacity charge proposal: (1) sewer rate management; (2) WTD’s operating revenues and expenses; (3) WTD’s capital improvement program’s spending, revenues, and financing; (4) new customer connections; (5) changes from the 2012 sewer rate to the 2013 proposed rate; and (6) a summary of projections and assumptions. The document concludes with a comparison of King County’s sewer rates with similar agencies. 
2.0 Sewer Rate Management

In its simplest form, the monthly sewer rate is determined by the amount of revenue required to pay all the costs of the utility in a given year, consistent with financial polices and requirements. During periods of time in which costs (capital or operating) are particularly volatile the resulting revenue requirements could lead to large annual fluctuations in the rate. Examples include (1) the energy crisis in 2001, which led to a sharp spike in operating costs and (2) the construction of Brightwater, which led to a period of high capital costs. Unmanaged, the resulting rate fluctuations could prove disruptive to residential and commercial customers.
During these periods, the level and pattern of changes in the monthly sewer rate can be managed in several ways. One of these is by structuring interest and principal payments on debt (debt service) to affect the annual revenue requirements and therefore the resulting sewer rate. The common characteristic of this approach is to structure the payment of debt service such that either principal or principal and interest payments are at levels less than full amortization for a period of time. A simple example is for debt service to reflect interest payments only for a period of time before commencing full principal and interest payments. Another example is capitalizing a portion of interest payments during the construction period and including them in the total bond issue amount. This produces a period of relatively low debt service payment that is then “made up” in subsequent periods once the facility begins operation. 
While useful for shaping the patterns of rate increases, some of these structures come with higher costs over time. In recognition of these costs and following Executive direction, WTD adopted a more conservative financial approach in structuring debt service for bond issues after 2010. However, approximately $3.35, or 89 percent of the 2013 rate increase can be attributed to accommodating additional debt service from bonds issued in 2008 through 2010.
Two other effective means of managing sewer rates are the deferral of revenues through the use of a rate stabilization reserve and effective cost containment. These are the preferred methods of managing rate increases, and each is discussed in greater detail in the following sections.
2.1 Rate Stabilization
It is King County policy to have multi-year sewer rates when financially prudent. A rate stabilization reserve allowing the deferral of operating revenues into a future year has been used to help manage multi-year rate patterns starting with the 2005 and 2006 sewer rates. Current projections show the rate stabilization reserve is anticipated to have a balance of $60.6 million by the end of 2012, which contrasts to the 2012 adopted budget forecast where an ending 2012 balance of $55 million was projected. This difference reflects debt refunding and positive overall financial results, discussed later in the paper, which allows for additional future sewer rate mitigation. The 2013 proposal assumes that this reserve balance will be zero entering 2017, that is, it will be used to manage sewer rates between 2013 and 2016.
As shown in Table 2‑1, the rate stabilization reserve balance of $76.5 million at the end of 2011 is expected to decrease by $15.9 million in 2012. Thereafter, the reserve will be drawn down by $22.6 million in 2013, $29.1 million in 2014, $5.3 million in 2015, and finally $3.6 million in 2016. This pattern of rate stabilization usage maintains the utility’s required minimum debt service coverage ratio of 1.15. 
Table 2‑1. Rate Stabilization Reserve, 2011-2016 (million dollars)

	
	2011
	2012
	2013
	2014
	2015
	2016

	Beginning balance
	$51.0
	$76.5
	$60.6
	$38.0
	$8.9
	$3.6

	Additions
	$25.5
	---
	---
	---
	---
	---

	Reductions
	---
	$15.9
	$22.6
	$29.1
	$5.3
	$3.6

	Ending balance
	$76.5
	$60.6
	$38.0
	$8.9
	$3.6
	---


The continued use of rate stabilization in 2016 and beyond will need to be re-evaluated as projected sewer rate increases are forecast to be relatively small for that time period. During the 


2016 to 2020 period, sewer rates are projected to increase by 0.8 percent on an average annual basis. This future period of relatively small projected rate increases reflects four major elements:

1. Completion of Brightwater with a return of the capital program to lower, long-term levels.
2. The stabilization of debt service payments.
3. The growing importance of the capacity charge as a share of total revenues.
4. A larger share of the capital program will be funded with transfers from the operating fund (cash funding).
2.2 Cost Containment 

While the rate stabilization reserve provides a means of managing rate increases by redistributing a portion of operating revenues, it is only one of the tools of rate management. Cost containment is another. As in prior years, WTD scrutinized all planned capital and operating expenditures with the goal of making reductions while continuing to fulfill its regulatory obligations to protect public health and the environment. As part of the King County Executive’s “Three Percent Efficiency” initiative, WTD presented a list of 24 efficiency proposals for implementation in 2012. In the 2012 budget process, WTD reduced operating expenses by $0.6 million and increased revenue by $0.2 million. This rate proposal has incorporated an additional $0.7 million in operating expense reductions for 2013. While not yet included in the expense estimates for 2013 and 2014, it is WTD’s intent to identify an additional $1.9 million in efficiency savings by 2014.
The following sections provide additional detail on the progress made in managing costs in the operating and capital programs of WTD and how they affect the current rate proposal.
3.0 Operations

3.1 Revenues

Total operating revenues (including capacity charge receipts
) are projected to be $417.6 million in 2013, a 10.2 percent increase over the 2012 budget of $379.1 million. Most of this increase results from the proposed sewer rate increase for 2013 and a projected increase in the number of early payments for the capacity charge. As shown in Table 3‑1, revenue from the sewer rate and capacity charge account for $37 million or 96.1 percent of the total operating revenue increase compared to the 2012 adopted budget. 
Table 3‑1. 2012 and 2013 Operating Revenues (million dollars)

	
	2012

Budget
	2013

Proposed
	Difference
	%

Change

	Sewer Rate
	$305.1
	$338.2
	$33.1
	10.8%

	Investment Income
	$1.3
	$1.0
	($0.3)
	-23.1%

	Capacity Charge
	$42.4
	$46.3
	$3.9
	9.2%

	Rate Stabilization
	$21.5
	$22.6
	$1.1
	5.1%

	Other Income
	$8.7
	$9.5
	$0.8
	9.2%

	Totals
	$379.1
	$417.6
	$38.5
	10.2%



Note: Totals may not add due to rounding
3.2 Expenses

Operating expenses for 2012 are planned to be $116.6 million, a 12.3 percent increase over 2011 actual expenses. This atypically large increase reflects the inclusion of the first full-year of Brightwater operation costs. In 2013, operating expenses are expected to be $122 million, an increase of $5.4 million or 4.6 percent over the 2012 budget. 
Increases in labor costs account for $1.8 million of the 2013 increase. This includes the assumption of a 2 percent cost of living increase in 2013. Cost increases for treatment chemicals and maintenance materials total $1.4 million; however, other costs are projected to decrease by $0.4 million primarily due to planned reduced energy consumption at Brightwater. Intragovernmental costs are anticipated to increase $2.6 million of which $0.6 million is WTD’s share of the annual debt service for King County’s new financial system and $0.2 million for additional water quality monitoring. The additional water quality monitoring will focus on potential impacts of wastewater discharge to marine organisms and marine water quality as well as understanding more about existing and emerging contaminants of concern.
4.0 Capital Improvement Program 
4.1 Capital Spending

In contrast to the past several years, WTD capital spending levels will return to more typical long-run levels in 2012 as Brightwater approaches completion. Reflecting this, total capital spending is estimated at $203.6 million in 2012 and $166.2 million in 2013. After 2013, spending is projected to remain near this level, at $144.9 million in 2014, $174.6 million in 2015, and $175.4 million in 2016. The planned spending in these years shows a substantial decrease from the peak of capital program spending of $455.5 million in 2009 and $400 million in 2010.
Although the WTD capital program is returning to more typical long-term levels, the construction activity generated continues to be a significant source of regional job creation. In 2012 it is estimated that approximately $100 million of associated construction spending will support more than 1,100 full and part-time jobs in the region, with earnings of $59 million. While total capital spending is less in 2013, the amount of construction spending is similar to 2012 levels and can be expected to produce similar levels of economic activity.
WTD has continued to exert effective control on capital expenditures during the period of maximum impact from Brightwater. In the process of defining capital priorities for 2012 
and 2013, WTD critically reviewed project scopes, schedules, cash flow projections, and risk analyses to ensure funding for the most critical projects. Key criteria for assessing risk include ensuring the continued operation and reliability of existing wastewater conveyance and treatment assets; enhancing regional water quality in compliance with federal, state and local regulations pertaining to wastewater treatment; reducing combined sewer overflow events; and continuing to create resources from wastewater.
Two aspects of capital project spending can affect the sewer rate: (1) the total cost of the project over its lifetime and (2) the amount of spending in the specific rate period under consideration. In terms of impact on the sewer rate, changes in total project cost may not be reflected for many years in the future. However, it is the second element, changes in planned 2012 to 2014 spending that are crucial to the 2013­2014 sewer rate proposal. Key projects showing significant change in estimated total project cost and projected spending during the 2012­2014 timeframe compared to the 2012 adopted budget include:

· Combined Sewer Overflow Projects at Magnolia, Barton and North Beach. Total project cost estimates increased approximately $7.8 million or 10 percent compared to the 2012 adopted budget. The increase is due to updates in design engineering plus additional geotechnical and groundwater analysis to address permitting requirements. Project spending between 2012 and 2014 will increase by $5.7 million as a result of the updates.

· Fremont Siphon Project. The total project cost estimate increased $4.6 million or 10 percent relative to the 2012 adopted budget, reflecting updates to the preferred tunneling alternative and associated updates for geotechnical analysis, property acquisition, permitting, odor control, and coordination with Seattle Public Utilities. About $2.5 million of this increase will be spent in 2013 for property acquisition and permitting. The remaining $2.1 million is projected to be spent through 2016.

· Kirkland Pump Station Modifications. This project is located in a congested area of downtown Kirkland. The total project cost estimate increased $3 million or 15 percent due to unanticipated design and construction changes that address underground utility conflicts incurred in implementing the upgrades to the force main and pump station. The updated plan shows a net spending increase of $1.8 million in 2012 and $1.2 million in 2014.

· Barton Street Pump Station Upgrade Project. The project’s cost estimate increased $2.5 million or 12 percent to reflect updates to the engineering and construction costs to comply with the City of Seattle’s Department of Transportation’s permit requirements and outside agency utilities relocation. The updated plan shows a net spending increase of $1.5 million in 2012 and $1 million through 2015.

· North Creek Interceptor. The preliminary total project cost estimate was reduced by $6 million or 9 percent. Because replacement of the northern section of the existing interceptor was dropped from the scope of work. Based on current information, this section is not expected to reach capacity until 2028. Also, the project completion date has moved from 2016 to 2019, resulting in a planned spending reduction of $22 million through 2014.

· South Plant Solids Control Replacement. The project’s total cost estimate was reduced by $1.7 million or 18 percent, reflecting a construction bid lower than the engineer’s estimate. Also, the project duration was reduced by one year which, in turn, reduced labor and support costs. Planned project spending for 2013 is reduced by $1.7 million. 

New project requests for 2013 are as follows:
· South Plant Reclaimed Water Facility Modifications ($1.3 million). This project will implement the required improvements at South Treatment Plant to meet Washington State reclaimed water disinfection requirements, improve reliability, and improve operator safety. The improvements are needed to comply with 2014 permit-renewal requirements. The project is scheduled for completion in 2016. 
· Jameson/ArcWeld Buildings Replacement ($4.5 million). This project will define, evaluate and implement a replacement for the Jameson/ArcWeld Buildings. These buildings are currently used by section staff of both the West Section Offsite and North Construction Satellite facilities. The buildings do not meet current building or Americans with Disabilities Act codes, and the ArcWeld building is functionally unsafe. The project is scheduled for completion in 2016.

· North Creek Force Main Reliability ($11 million). This project will evaluate alternatives, such as lining or cathodic protection, to rehabilitate the force mains and then implement the design and construction of the selected alternative. The force main had a failure in late 2011, and upon further inspection significant corrosion was discovered and needs to be addressed. Project completion is scheduled in 2018.
· West Point Oxygen Generation and Distribution (OGAD) System Evaluation ($21.4 million). The equipment is nearing the end of its useful life and newer technology will be more effective and efficient than the current system. The OGAD system, including the aeration mixers, consumes approximately 30 percent of the West Point Treatment Plant’s total electricity usage. Initial studies indicate that replacing the existing OGAD system and the aeration mixers may save approximately 5.9 million kilowatt hours annually, which equals an 11 percent reduction in the plant’s electric usage, and an approximately 1.6 percent reduction of WTD’s entire energy usage. This equates to approximately $325,000 savings in annual electricity costs when the project is completed in 2018. The project will likely qualify for an efficiency incentive grant from Seattle City Light for as much as $1,300,000. 
· North Lake Sammamish Flow Diversion ($21.9 million). This project is a key component in the long-term plan to ensure flexibility in the regional wastewater system and enable flows to be sent to Brightwater or South Treatment Plants. The project will divert North Lake Sammamish Basin flows to Brightwater and will also allow flows to be diverted from the Brightwater service area to the South Treatment Plant. The project is scheduled to be completed in 2018.
4.2 Capital Accomplishment Rate 
Another important factor affecting the sewer rate and financing of the capital program relates to the accomplishment rate. The accomplishment rate is not intended as a measure of project delivery progress but provides an estimate of the cash needs of the program. It reflects the capital program as a whole and is arrived at by estimating the difference between planned capital spending in the budget and the capital spending that actually occurs. In this way, the program’s revenue requirements account for possible delays in the execution of the capital program that reduce spending and therefore cash needs. The accomplishment rate is expressed as the percentage of the capital budget expected to actually be spent in a given year.
During 2011, the actual accomplishment rate for Brightwater was 90 percent compared to an assumed rate of 95 percent. The accomplishment rate for non-Brightwater projects was 89 percent. Going forward, the accomplishment rate for Brightwater is assumed at 100 percent in 2012 and 2013 as the project approaches completion in 2013. For non-Brightwater projects, the accomplishment rate is assumed to be 85 percent for the forecast period. Combining Brightwater and non-Brightwater projects in aggregate, the accomplishment rate for the entire program in 2013 is expected to be approximately 88 percent.
To further illustrate the relationship between the sewer rate and the accomplishment rate, if the aggregate accomplishment rate was lowered by 5 percentage points to 83 percent for 2013, estimated capital spending would be reduced by approximately $9.5 million or the equivalent of lowering approximately $0.08 from the sewer rates for 2013 and 2014. Conversely, if the program accomplishment rate was increased to 100 percent for 2013, estimated capital spending would increase by $22.8 million, or the equivalent of increasing approximately $0.18 to the sewer rates for 2013 and 2014. It is believed that 88 percent, reflecting the combined Brightwater and non-Brightwater projects is a prudent assumption for the accomplishment rate.
4.3 Capital Revenues and Financing

4.3.1 Capacity Charge
The proposed capacity charge for 2013 is $53.50, a 3 percent increase from 2012. The capacity charge is a monthly charge for 15 years levied on new connections to the wastewater system in accordance with King County Code (K.C.C) 28.84.050 and the financial policies in K.C.C. 28.86.160. It is set at a level to ensure that new sewer connections, over the long-term, will pay for the costs of the additional capacity required to serve them.
Financial Policy 15.3-d states that customer growth and projected costs, including inflation, shall be updated every three years. The 2011 capacity charge of $50.45 was the first year of the current three-year cycle. The 3 percent increase for the 2013 capacity charge sets the charge based on an assumed annual increase in the rate of inflation. 

4.3.2 Bonds and Interest Rates
With Brightwater nearing completion and the capital program returning to more typical long-run levels, the need to issue new debt will also moderate. In March 2012, $80 million in long-term debt with a 4.65 percent interest rate was issued. New issuances of long-term bonds are projected at $55 million in 2013, $82 million in 2014, $116 in 2015, and $105 million in 2016.

In addition to long-term bonds, WTD uses the proceeds from short-term variable rate bonds to finance a portion of the capital program, subject to a 15 percent of total debt ceiling. Current plans are to use approximately $15 million in wastewater variable rate bond proceeds in the fall of 2012, followed by $65 million in 2013, $10 million in 2014, and $10 million in 2015. This will bring total wastewater treatment variable debt to approximately 15 percent of total long-term debt, which follows current policy for the use of variable debt.

The interest rate of 4.65 percent that WTD achieved on the March 2012 bond issue compares favorably to the 5.5 percent forecast in the 2012 adopted budget. In addition to this favorable rate on new debt, $97.8 million in old long-term debt was refinanced achieving $8.2 million in debt-service savings over the life of the bonds. All savings from the refinancing are included in this rate proposal. Although the recent debt issue and refunding have provided positive results, it should be noted that the outlook for future interest rates remains uncertain. The financial plan accompanying this rate proposal assumes interest rates rising after 2012, reaching 5.5 percent in 2013, and 5.75 percent in 2014. 
Balancing against the upward pressure on municipal bond rates is continuing weakness in the economic recovery in the United States and industrialized nations generally. This outlook, which is reflected in reduced investment earnings assumptions in the current 2013 sewer rate proposal, can also moderate interest rate increases for long-term bonds. The current bond rate assumptions are a conservative outlook based on this combination of upward and downward influences on future interest rates.
Investment interest rates have remained at historic lows in the market. The rate of return in the county investment pool was 0.58 percent in 2011. For 2012, the earnings rate on investments is assumed to be 0.3 percent. Beyond 2012, and in accordance with the “Preliminary Forecasts for the 2013 King County Budget” from King County’s Office of Economics and Financial Analysis (March 2012), the investment interest rate for this proposal is 0.3 percent in 2013 through 2015, before increasing to 1.32 percent in 2016. 
4.3.3 Alternative Financing
This section highlights another element of cost containment achieved through WTD’s aggressive pursuit of low-cost financing for capital projects. As a result, some capital projects have been funded by grants or low-interest loans through the years. Collectively, these funds are referred to as alternative financing. Grants for capital projects tend to be funded by federal or state agencies and, for energy-related projects, local utilities. While the allowable use of these grants is often highly restricted, they have the obvious benefit of not having to be repaid in contrast to the low-interest loans. Grants received in the past assisted in the financing of upgrades to the South and West Point Treatment Plants, as well as the Alki Transfer/Combined Sewer Overflow (CSO) Facilities project and the Denny Way CSO Control project. Currently, the following projects are financed in whole or in part with grants:
· West Point Waste-to-Energy, United States Environmental Protection Agency Grant of $8.2 million
· West Point Pre-aeration Blowers, United States Department of Energy, Efficiency and Conservation Block Grant of $0.3 million
· Lower Duwamish Waterway, Washington State Department of Ecology Grant, of $0.7 million
Low-interest loans are provided by the Washington State Department of Ecology’s State Revolving Fund (SRF) or the Washington State Public Works Trust Fund (PWTF). Loan applications to fund specific water quality projects are submitted by local jurisdictions statewide on an annual basis. These loan applications then go through a competitive process where the first step is ensuring that specific criteria and thresholds are met in order to proceed to the review process. They are then ranked on a point system. The point system is based on minimum and maximum points earned for narrative portions of the loan application in order to fund the highest priority water quality projects statewide.
Capital projects selected for loan application submittal go through a review process to ensure that they are competitive enough to be considered a high priority water quality project in the ranking process, to ensure that the project schedule fits within the loan criteria, and to ensure that the project meets specific criteria or thresholds. Projects that meet all of these are then eligible for the loan application stage. The grants administrator then coordinates with the project manager to ensure that the thresholds are met in time and takes the lead in writing and completing the application. 

Table 4‑1 lists some of the completed projects that received SRF and PWTF funding. Table 4‑2 lists the current SRF and PWTF loans that partially or entirely fund the indicated WTD capital projects. 

Table 4‑1.
Past State Revolving Fund and Public Works Trust Fund for WTD Loan Funded Capital Project (million dollars)

	Project
	Loan Amount
	Loan Type
	Term (Years)
	Interest Rate
	Estimated Debt Service Savings Compared to Conventional Financing

	Brightwater Outfall
	$1.6
	SRF
	20
	2.6%
	$11.8

	Henderson/MLK CSO
	$57.5
	SRF
	20
	1.5%
	$64.8

	Denny Way CSO/Elliott West Pipelines
	$12.5
	SRF
	20
	1.5%
	$14.1

	Carnation Treatment Plant
	$14.1
	SRF
	20
	3.1%
	$14.1

	Vashon Treatment Plant
	$5.0
	SRF
	20
	1.5%
	$3.9

	Barton CSO Facilities Plan
	$1.1
	SRF
	20
	1.5%
	$0.9

	Murray CSO Facilities Plan
	$0.6
	SRF
	20
	1.5%
	$0.5

	North Beach CSO Facilities Plan
	$0.5
	SRF
	20
	1.5%
	$0.4

	North Creek Storage
	$10.0
	PWTF
	20
	0.5%
	$10.4

	Juanita Bay Pump Station
	$10.0
	PWTF
	20
	0.5%
	$12.3

	Brightwater Reclaimed Water Pipeline
	$7.0
	PWTF
	20
	0.5%
	$8.6

	Hidden Lake Pump Station
	$10.0
	PWTF
	20
	0.5%
	$12.0


Table 4‑2. Current State Revolving Fund for WTD Loan Funded Capital Projects (million dollars)

	Project
	Loan Amount
	Loan Type
	Term (Years)
	Interest Rate
	Estimated Debt Service Savings Compared to  Conventional Financing

	Ballard Siphon
	$31.9
	SRF
	20
	2.8%
	$41.7

	Ballard Siphon
	$10.0
	PWTF
	20
	0.5%
	$13.4


The following capital projects are currently on the Washington State Department of Ecology’s SRF Draft Offer List:
· Barton CSO Control – Final Design
· Murray CSO Control – Final Design
· North Beach CSO Control – Final Design
· South Magnolia CSO Control – Final Design
· Fremont Siphon – Facilities Plan
5.0 Residential Customer Equivalents and New Connections

The national and regional economic outlook has recently improved after heightened uncertainty during the second half of 2011 about the European sovereign debt crisis and the strength of the United States economic recovery. The March 2012 Conway-Pederson economic outlook forecasts that U.S. Growth Domestic Product growth will be 2.2 percent in 2012, and 2.6 percent in 2013. The forecast growth in employment for the Seattle-Tacoma region is 2.5 percent in 2012, and 2 percent in 2013.
Residential Customer Equivalents (RCE) projections for the proposed sewer rate remain conservative reflecting continuing economic uncertainty. Commercial, multi-family residential, and industrial customers can affect the number of customer equivalents they comprise, and therefore their sewer bill, through reducing water consumption. In this manner, increased water conservation or reductions in production can result in low growth or reductions in the WTD customer base. In 2011, there were 707,280 RCEs being served by WTD, an increase of 0.41 percent from 2010 levels. The current RCE forecast anticipates no change for 2012 and 2013, a 0.25 percent increase in 2014, and a 0.5 percent increase in 2015. Essentially, the customer base is expected to be flat for the next few years. 

Table 5‑1 shows projected RCEs and compares the current assumptions to those made for the 2012 budget. The current outlook is more positive, based in part on the stability of RCEs in 2011 and 2012 relative to the impacts of the economic downturn.

Table 5‑1. Current Residential Customer Equivalents Forecast
	
	2011
	2012
	2013
	2014
	2015

	2013 Proposed Rate
	707,280
	707,280
	707,280
	709,050
	712,590

	Percent Change
	0.41%
	0.00%
	0.00%
	0.25%
	0.50%

	2012 Budget
	704,390
	704,390
	704,390
	706,150
	709,680

	Percent Change
	0.00%
	0.00%
	0.00%
	0.25%
	0.50%

	Change from 2012 Forecast
	2,890
	2,890
	2,890
	2,900
	2,910


New sewer connections to the regional wastewater system are levied a capacity charge to help pay for the cost of providing new capacity. New additions to the system tend to follow the residential and commercial construction cycle. For reference, during the 1998 to 2008 period, 
the number of new connections averaged 11,200 per year with a peak of 12,700. Average connections for 2009­2011 dropped to 5,700. The current forecast shown in Table 5‑2 assumes there will be 5,800 connections in 2012, and connections will not fully recover to the pre-recession average of 11,000 until after 2016.

Table 5‑2. Projected New Sewer Connections by Year of Connection
	
	2011
	2012
	2013
	2014
	2015

	2013 Rate New Connections
	5,500
	5,800
	6,500
	8,500
	10,000

	2012 Adopted Budget
	5,600
	6,000
	7,500
	9,000
	10,500

	Change
	-100
	-200
	-1,000
	-500
	-500


The outlook for new connections has been adjusted slightly from the numbers in the 2012 adopted budget. The forecast for 2013 has been reduced from 7,500 to 6,500 connections, and the 2014 and 2015 forecasts have been reduced by 500 connections. This adjustment reflects the expectation of continuing weakness in the region’s construction sector.

6.0 Change from 2012 Sewer Rate to 2013 Proposed Sewer Rate 
Table 6‑1 compares components of the sewer rate that are changing from the 2012 adopted sewer rate to the proposed sewer rate for 2013. The net impact of the changes, including the use of the rate stabilization reserve is an increase in the monthly sewer rate of $3.75 to $39.85 for both 2013 and 2014. This meets the commitment made last year to keep the sewer rate below $40.00. In addition, the current proposal is lower than the $39.88 and $39.93 forecasted in the King County 2012 Adopted Budget. 
Table 6‑1.
Changes from 2012 Adopted Rate to 2013 Proposed and 2014 Intended Rate

	Components of Change
	Change
	Rate

	2012 Adopted Rate
	
	$36.10 

	Revenues and Customer Charges
	
	

	Investment Income (interest rate decline)
	$0.01
	

	Increased RCEs
	($0.05)
	

	Increased Other Income (cogen, industrial waste)
	($0.12)
	

	Capacity Charge (pre-payments and rate increase)
	($0.48)
	

	Use of rate stabilization
	($1.11)
	

	Sub-total
	($1.75)
	

	Operating Expenses
	
	

	Supplies
	$0.38
	

	Labor
	$0.32
	

	Intragovernmental Services
	$0.19
	

	Sub-total
	$0.89
	

	Capital Program and Debt Service
	
	

	Prior Debt Issues (capitalized and interest only)
	$3.35
	

	New  Debt Issues
	$1.33
	

	2012 Long-term Bond Refunding
	($0.07)
	

	Sub-total
	$4.61
	

	Total Rate Increase
	
	        $3.75

	2013 Proposed Rate
	
	$39.85 


7.0 Summary of 2013 Rate Proposal Projections and Assumptions 
Table 7‑1 presents a summary of the general assumptions used in developing the 2013 rate proposal. Discussion of the various assumptions is included in the main body of the text in this report. 
Table 7‑1. Wastewater Treatment Division Comparison of Forecast Assumptions
2012 Adopted Budget and 2013 Proposed Rate
	
	2011
	2012
	2013
	2014
	2015
	2016
	2017

	I. Wastewater Spending

	Operating Expense (000's)

	2013 Proposed Rate Forecast
	$103,862 
	$116,620 
	$122,038 
	$126,370 
	$131,742 
	$137,012 
	$142,492 

	Adopted 2012 Budget Forecast
	        $109,616 
	          $116,620 
	        $120,101 
	        $124,893 
	        $129,889 
	
$135,084 
	
$141,999 

	   Difference (proposed minus adopted)
	          ($5,754)
	                -   
	            $1,937 
	            $1,477 
	            $1,853 
	            $1,928 
	              $493 

	Capital Expenditures (000's)

	2013 Proposed Rate Forecast
	        $273,262 
	        $203,644 
	        $166,181
	        $144,856 
	        $174,645 
	
$175,418 
	
$174,892 

	Adopted 2012 Budget Forecast
	        $278,682 
	        $147,472 
	        $159,712 
	        $152,501 
	        $164,682 
	
$180,223 
	
$148,817 

	   Difference (proposed minus adopted)
	          (5,420)
	          $56,172 
	            $6,469 
	          ($7,645)
	            $9,963 
	          ($4,805)
	          26,075 

	CIP Accomplishment Rate

	2013 Proposed Rate Forecast, Brightwater
	95%
	100%
	100%
	 - - -
	 - - -
	 - - -
	 - - -

	2013 Proposed Rate Forecast, Non-Brightwater
	85%
	85%
	85%
	85%
	85%
	85%
	85%

	Adopted 2012 Budget, Brightwater
	95%
	95%
	100%
	 - - -
	 - - -
	 - - -
	 - - -

	Adopted 2012 Budget, Non-Brightwater
	85%
	85%
	85%
	85%
	85%
	85%
	85%

	II. Customers

	Total RCEs 

	2013 Proposed Rate Forecast
	707,280 
	707,280 
	707,280 
	709,050 
	712,590 
	716,150 
	721,530 

	Percent Change
	0.08%
	0.00%
	0.00%
	0.25%
	0.50%
	0.50%
	0.75%

	Adopted 2012 Budget Forecast
	704,390 
	704,390 
	704,390 
	706,150 
	709,680 
	715,360 
	721,080 

	Percent Change
	0.08%
	0.00%
	0.00%
	0.25%
	0.50%
	0.80%
	0.80%

	   Difference (proposed minus adopted)
	2,890 
	2,890 
	2,890 
	2,900 
	2,910 
	790 
	450 

	New Connections

	2013 Proposed Rate Forecast
	5,500 
	 5,800 
	 6,500 
	 8,500 
	 10,000 
	11,000 
	11,500 

	Adopted 2012 Budget Forecast
	      5,600 
	            6,000 
	            7,500 
	            9,000 
	          10,500 
	
11,000 
	
11,000 

	   Difference (proposed minus adopted)
	             (100)
	             (200)
	          (1,000)
	             (500)
	             (500)
	                -   
	              500 

	III. Interest Rates

	Bond Interest Rate

	2013 Proposed Rate Forecast
	4.54%
	4.65%
	5.50%
	5.75%
	5.75%
	5.75%
	5.75%

	Adopted 2012 Budget Forecast
	4.54%
	5.50%
	5.50%
	5.75%
	5.75%
	5.75%
	5.75%

	   Difference (proposed minus adopted)
	0.00%
	-0.85%
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%

	Variable Debt Interest Rate

	2013 Proposed Rate Forecast
	1.25%
	1.25%
	1.25%
	1.25%
	1.75%
	2.50%
	3.25%

	Adopted 2012 Budget Forecast
	1.25%
	1.25%
	1.25%
	1.25%
	1.75%
	2.50%
	3.25%

	   Difference (proposed minus adopted)
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%

	Investment Interest Rate

	2013 Proposed Rate Forecast
	0.58%
	0.30%
	0.30%
	0.30%
	0.30%
	1.32%
	2.17%

	Adopted 2012 Budget Forecast
	0.60%
	0.40%
	0.30%
	0.30%
	1.22%
	2.04%
	2.74%

	   Difference (proposed minus adopted)
	-0.02%
	-0.10%
	0.00%
	0.00%
	-0.92%
	-0.72%
	-0.72%

	IV. Reserves

	Bond & Loan Reserves (000's)

	2013 Proposed Rate Forecast
	$160,424 
	$181,218 
	$184,646 
	$189,910 
	$198,413 
	$197,218 
	$205,136 

	Adopted 2012 Budget Forecast
	        $187,805 
	        $180,457 
	
$186,101 
	
$192,687 
	
$200,189 
	
$200,412 
	
$207,225 

	   Difference (proposed minus adopted)
	        ($27,381)
	              $761 
	          ($1,455)
	          ($2,777)
	          ($1,776)
	          ($3,194)
	          ($2,089)

	Rate Stabilization Reserve (000's)

	2013 Proposed Rate Forecast
	$76,500 
	$60,600 
	$38,000 
	$8,900 
	$3,600 
	 
	 

	Adopted 2012 Budget Forecast
	          $76,500 
	          $55,000 
	          $33,000 
	            $4,000 
	
	
	 

	   Difference (proposed minus adopted)
	                -   
	            $5,600 
	            $5,000 
	            $4,900 
	            $3,600 
	                -   
	                -   

	Rate Stabilization Use (000's)

	2013 Proposed Rate Forecast
	 ($25,500)
	$15,900 
	$22,600 
	$29,100 
	$5,300 
	$3,600 
	                -   

	Adopted 2012 Budget Forecast
	        ($25,500)
	          $21,500 
	          $22,000 
	          $29,000 
	            $4,000 
	                -   
	                -   

	   Difference (proposed minus adopted)
	                -   
	          ($5,600)
	              $600 
	             ($100)
	            $1,300 
	            $3,600 
	                -   


8.0 Comparison of King County Rates
with Similar Agencies
During 2010 and 2011, WTD surveyed the retail wastewater rates of 25 jurisdictions around the country. These retail rates were compared to the weighted average retail rates charged by the 14 largest jurisdictions in King County that contract with King County for wastewater treatment services. These agencies provide service to 90 percent of all customers in the sewer service area. 
A consistent comparison of sewer rates is complicated by the myriad differences among utilities in sources of revenues, physical facilities, topography and weather, among others. A further complicating factor is the outlook for the various utilities being compared. For example, in the last decade WTD’s rates have been heavily influenced by the construction of the largest project in its history in anticipation of growth to come in the future. In light of these complicating factors, WTD is committed to continuing to refine its rate comparison methodology in order to provide the best possible “apples to apples” comparison. 
In addition to absolute rate levels and typical bills, another comparison of rates is the average annual percent increase over a given period of time. In Black and Veatch’s, “50 Largest Cities Water and Wastewater Rate Survey”, the average annual increase in wastewater rates between 2001 and 2009 was 5.5 percent for the 50 largest utilities in the country. During this same period WTD rates increased an average of 5.6 percent. If one adjusts for 2009 being the first of a two-year rate, the average annual WTD sewer rate increase between 2001 and 2010 is 5.1 percent.  While this period includes the maximum years of spending for the Brightwater project, some of the rate impact of that activity is included in later years as discussed earlier in this paper. If the period is expanded to 2001 to 2014 to include the rates from this proposal, the average annual rate of increase is 5.2 percent. 

The following charts present a comparison of 2011 retail rates for 25 agencies from various parts of the country to the weighted average for King County agencies. To approximate an average retail rate for King County, the rates of the largest 14 local component agency rates were weighted by the number of RCEs and an average was calculated. The resulting weighted average rate was $53.31 for the typical homeowner and $63.01 at the standard usage of 750 cubic feet per month.
In terms of typical monthly rates, King County ranks sixth among the surveyed agencies. The first chart shows the typical monthly sewer bill for each agency based on information from their websites. The agencies are in order of number of customers served, with the City of Houston being the largest (2.8 million) at the left margin and the City of Portland, Oregon, the smallest (614,000) on the right margin. In the case of the typical monthly bill, King County’s weighted average ranks sixth. As the chart shows, rates vary widely for the 26 agencies from a high of $96.52 for Atlanta and a low of $6.56 for Memphis. Nine of the 26, including King County, fall within the range of $35 to $56 per month with an average of $39.98 for all agencies.
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Note: Agencies in order of largest customer base (Houston 2.8 million) to smallest (Portland 614,000). King County base is 1.4 million.





� Although the capacity charge does not fund any operating expenses, capacity charge revenues are categorized as operating revenue for purposes of debt service coverage calculation. 


� Annual connection totals are for the year that new customers connect to the sewer system. WTD also monitors connections by the year that new capacity accounts are created. Connections by year connected are a better indicator of emerging trends.





