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April 19, 2012
The Honorable Larry Gossett
Chair, King County Council

Room 1200

C O U R T H O U S E

Dear Councilmember Gossett:

This letter transmits an ordinance that outlines my 2013 monthly wholesale sewer rate and capacity charge proposal. I am proposing a monthly sewer rate of $39.85, with the intent for this rate to be in effect through 2014. This proposal represents an increase of 10.4 percent over the current rate. This proposed monthly sewer rate for 2013 is $.03 less than projected in the 2012 adopted budget. My proposal for the 2013 monthly capacity charge is $53.50, an increase of 3 percent over the current capacity charge. The contracts with our component sewer agencies require the King County Council to adopt the 2013 sewer rate by June 30, 2012. King County Council’s support of this legislation will protect the financial health of our clean-water utility.

The rate proposal aligns with the environmental and financial stewardship goals of King County’s Strategic Plan. The proposal guarantees funding for infrastructure that is crucial for continuing to protect our region’s water quality, public health, and economic development. In addition, implementation of the proposal will help generate the necessary revenue and debt service coverage to preserve the Wastewater Treatment Division’s (WTD) excellent credit ratings of Aa2 by Moody’s and AA+ by Standard and Poor’s.   

I believe this proposal is fair and consistent with the long-term rate projections to cover the significant capital investments and service level commitments outlined in the 1999 Regional Wastewater Services Plan. The County’s high-quality and effective wastewater treatment is an excellent value for the dollar. WTD—our clean-water utility—continues to find efficiencies and maximize its investments. To help keep the 2013 rate in effect in 2014, the utility has committed to identifying operating efficiencies of $1.9 million by 2014.  
This proposal reflects prudent financial management and was developed pursuant to the County’s adopted financial policies for the wastewater utility that are included in King County Code 28.86.160. I also considered the recommendations of the Metropolitan Water Pollution Abatement Advisory Committee (MWPAAC) in my proposal. This advisory committee includes representatives of the 34 customer agencies that contract with the County for wastewater treatment services. 
My proposal emphasizes the following objectives: 
· Conservative financing. The main driver of the proposed rate increase is the accommodation of debt service from previous bond issues. During the height of Brightwater construction, 2008 to 2010, WTD structured debt service from bond issues in order to bring the full amount into the financial plan incrementally. This was designed to produce a series of nearly equal rate increases including the 2013 rate. Looking forward, the 2013 rate proposal reflects continuing the more conventional principal and interest financing practices that have been under way since 2011. This has been well received by the bond rating agencies, resulting in lower borrowing costs. This has allowed WTD to meet the final stages of the long-range plan to accommodate debt service from the completion of the Brightwater Treatment Plant. In WTD’s financial plan, rates are projected to increase less than 1 percent annually from 2016 through 2020.
· Cost containment. WTD continues to maintain tight control of its operating expenditures. This is evidenced by its ability to open and operate the Brightwater Treatment Plant without adding any new full-time employees. Although the division’s Productivity Initiative ended in 2011, WTD is implementing a continuous improvement program to identify and implement new efficiencies as well as optimize the efficiencies made through the Productivity Initiative. In addition, debt service savings have been realized through recent debt refinancings. These savings helped offset impacts from increases in chemical costs at the treatment plants. In addition, WTD is now able to carry out additional water quality monitoring to collect data to address emerging water quality concerns. 
· Successful implementation of WTD’s Capital Program. With the near completion of the Brightwater treatment system, WTD capital spending levels are returning to more typical long-run levels. Even at reduced levels of spending, the construction activity generated by the capital program supported by this proposal will generate as many as 1,100 full- and part-time jobs with earnings of $59 million. To ensure we are meeting our capital priorities, WTD has been critically reviewing project scopes, schedules, cash flow projections, and risk analyses to insure that projects addressing our most critical current needs are funded. 
I have enclosed a letter from MWPAAC regarding the current rate proposal. I appreciate their comments about long-term debt and capital program spending, and I am confident that we are addressing such concerns by relying on more conservative financing approaches, cost containment strategies, and review of financial policies. I have directed WTD to work with MWPAAC to further discuss and address their concerns. 
I have also enclosed an issue paper that includes a discussion of critical forecasting parameters, assumptions, and policy options as required per Financial Policy-16. Financing for WTD’s capital program continues to follow the guidance outlined in Financial Policy-13. A detailed financial forecast for the wastewater utility for the period 2012-2018 is attached to the ordinance. 
If you have any questions, please feel free to contact Pam Elardo, P.E., Division Director of the Wastewater Treatment Division in the Department of Natural Resources and Parks, at 
206-684-1236.

Sincerely,

Dow Constantine

King County Executive

Enclosures

cc:
King County Councilmembers



ATTN:  Michael Woywod, Chief of Staff




  Mark Melroy, Senior Principal Legislative Analyst, BFM Committee




  Anne Noris, Clerk of the Council


Rob Shelly, Financial Advisor, Seattle NW Securities

Carrie S. Cihak, Chief Advisor, Policy and Strategic Initiatives, King County  

    Executive Office


Dwight Dively, Director, Office of Performance, Strategy and Budget


Caroline Whalen, County Administrative Officer, Department of Executive 
    Services (DES)

Ken Guy, Division Director, Finance and Business Operations Division, DES

Christie True, Director, Department of Natural Resources and Parks (DNRP)


Pam Elardo, P.E., Division Director, Wastewater Treatment Division, DNRP
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