Budget and Fiscal Management Committee – April 23, 2019

	

	Wastewater Enterprise Fund Update

As of December 31, 2018, the preliminary (unaudited) ending fund balances of the Wastewater Treatment Financial Plan (Operating Fund 4611; Construction Fund 3611; and Bond Fund 8920) was $462 million. This is an increase of $285 million from the 2017-2018 adopted budget plus supplementals and supports Wastewater Treatment Division’s (WTD’s) AA+ bond ratings.  Fund balance is expected to decrease in the upcoming biennium but remain at levels that will protect the bond rating. 



Major revenue variances from the 2017-2018 Adopted Budget plus supplemental appropriations include:
· $47 million in fees and other income reflecting robust capacity charge collections and additional revenues from environmental credits from methane generation (RINs).
· $136 million in bond proceeds reflecting a change in planned use of the Brightwater judgement
· $8 million in additional investment earnings reflecting higher interest rates and balances 

In addition, approximately $217 million of supplemental expenditures were approved during the 2017-2018 biennium. This includes a supplemental appropriation of $143 million so that Brightwater Judgement funds could be used to retire existing WTD debt. As a result of the redirection of the Brightwater judgement, additional bonds were issued to support the 2018-2020 capital program. 



	Wastewater Enterprise Funds

	(in millions)

	 
	2017-2018 Adopted Budget
	2017-2018 Preliminary Results

	BEGINNING FUND BALANCE
	493 
	493 

	REVENUES
	
	

	Fees and other income 1
	965 
	1,012 

	Bond Proceeds
	56 
	192 

	Non-market Rate Loans 2
	30 
	83 

	Investment Income
	6 
	14 

	 
	 
	 

	Total Revenues
	1,057 
	1,301 

	
	
	

	EXPENDITURES
	
	

	Adopted Budget
	(1,155)
	(1,348)

	Supplemental Appropriations
	(217)3
	

	 
	 
	 

	Total Expenditures 
	(1,373)
	(1,348)

	 
	 
	 

	Ending Fund Balance
	177
	4624

	
	
	

	RESERVES5
	
	

	Expenditure and Cash Flow                            
	36
	204

	Mandated Reserves                                      
	201
	209

	Total Cash Reserves
	237
	413

	 
	 
	 

	
	
	

	Operating Transfer to Capital⁶
	165
	183



Notes 
	1 Approximately 95% is monthly sewer rate and capacity charge revenues. 

	2 Includes, WA State Revolving Fund, Public Works Trust Board and U.S. Environmental Protection Agency Water Infrastructure Finance and Innovation Act (WIFIA) loans.
3 Operating expenses includes $3.8 million carryforward for unspent Waterworks grants approved in previous biennia. Additionally, Ordinance 18807 provided supplementary appropriation of $143 million for retirement of parity debt using funds from the Brightwater judgement. 
4Includes additional award of $15.4 million for legal fees associated with the Brightwater Judgement 
5Expenditure and cash reserves include emergency capital, construction fund cash balances, and operating liquidity reserves. Mandated reserves include bond, State loan, and rate stabilization reserves.  
⁶These are operating revenues, after expenses, used to cash fund a portion of the capital expenditures. 
	




2019-2020 and 2021-2022 Preliminary Outlook
2020 Sewer Rate Proposal – April 2019

	 
	2019-2020 Estimated
	2021-2022 Projected

	
	
	

	Beginning Fund Balance
	462 
	285 

	
	
	

	Revenue
	1,173
	1,4891

	Revenue Growth
	
	26.9%

	
	
	

	Expenditures
	(1,350)
	(1,455)2

	Expenditure Growth
	
	7.8%

	
	
	

	Ending Fund Balance
	285
	319

	
	
	



Notes:
1 Includes $300 million of proceeds from planned bond issuances in 2021-2022. No new bond sales are anticipated for 2019-2020.
2 includes approximately $48 million or 9.7% increase in capital spending.


2019-2020 Risks and Issues
[bookmark: _GoBack]
WTD is projected to maintain a relatively high debt service coverage ratio in 2019-2020 that exceeds the 1.15 minimum and achieves 40 percent cash funding of capital. No increase in the monthly sewer rate is proposed for 2020. There are several issues and risks that WTD is tracking:

· Growth in residential customers and residential customer equivalents (RCEs). The exceptional growth in the region starting in 2015 moderated sharply in 2018. Although WTD has incorporated conservative forecasts of its customer base, the importance of customer forecasts to the financial plan requires continued monitoring. 

· Cost overruns on current projects or unexpected new capital projects. There are multiple capital projects that are in early planning stages when they are most susceptible to changes in estimated cost. WTD’s contingency and allowance procedures are used to mitigate the impacts of volatile cost estimates.      

· Response to the homelessness crisis. WTD is proposing an expansion of assistance to mitigate the impact of the capacity charge on low income customers and transitional shelters for the homeless. The estimated revenue impact is $6.75 million for three years. In light of the risk that the impacts associated with these initiatives may be larger than estimated, the utility is addressing only the first 3 years of impacts in the proposal.  

· Regional or national economic downturn. The national economy is entering its 11th year of economic expansion. A recession (mild or large) within the next 4 years (2019-2022) would not be surprising. The WTD financial plan incorporates conservative projections in customer growth and other parameters to protect the integrity of the rate forecasts and the Utility’s bond ratings. 

2021-2022 Outlook

For the 2021-2022 biennial period, WTD projects annual average rate increases of approximately 2.2 percent, with no draws upon the rate stabilization fund. With this outlook, WTD anticipates continued favorable debt service coverage levels and capital cash funding for 2021-2022.

· WTD is continuing to implement a portfolio management approach to its capital program to improve its prioritization process for a stronger alignment between the capital program and the mission of the Division and County.

· WTD is continuing to analyze the relative costs of market rate debt issuance versus the timing of draws from the WIFIA loan to maximize rate payer savings.

· The Clean Water Plan (Wastewater comprehensive system plan) is currently underway with expected completion in 2022. Recommendations from the plan will define strategic goals for the regional wastewater system which, in turn, will lead to the identification of capital projects necessary to achieve them. This process will impact planned capital spending for WTD in future biennia.
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