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	Agenda Item No.:
	10
	
	Name:
	Elizabeth Mountsier

	Proposed Ordinance No.:
	2010-0262
	
	Date:
	May 5, 2010

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

Tom Lienesch, Economist, Financial Services, WTD


SUBJECT:  
A briefing on the Executive’s proposed 2011 sewer rate and capacity charge. 
SUMMARY:  
Proposed Ordinance 2010-0262 was transmitted on April 16, 2010 and referred to the Operating Budget and Fiscal Management Committee.  This proposed ordinance would:

· Set the 2011 sewer rate at $35.15 (an increase of 10.2 percent over the current rate that was adopted by the council in 2008 and 2009); and
· Set the 2011 capacity charge for new connections to the regional system occurring in 2011 at $50.45, (an increase of 2.8 percent from the current 2010 rate); and
· Adopt the Wastewater Treatment Enterprise monetary requirements for 2011. 
Executive staff will give a briefing on the proposed sewer rate and capacity charge for 2011 based on the Wastewater Treatment Division’s financial plan.  The Executive’s transmittal letter for this legislation provides a detailed review regarding his key assumptions (such as new customer growth and residential customer equivalents (RCEs)), financial forecasts, the capital program and the financial policies that have informed the development of his sewer rate and capacity charge proposal for 2010 (Attachment 1). 

The financial forecasts and supporting documentation related to the projected operating and capital costs and other assumptions have been prepared and submitted with the rate – per the directions of Regional Wastewater Services Plan Financial Policy 13.   The attached issue paper, “2011 Monthly Sewer Rate and Capacity Charge: Funding Our Clean Water Utility” (Attachment 3) provides a discussion of the critical forecasting parameters and policy options, as required by FP-13.  

2010 COUNCIL PRIORITIES:

The legislation accepting the report furthers the Council’s Environmental Sustainability and Financial Stewardship Priorities.

BACKGROUND:
King County provides wastewater conveyance and treatment for 33 cities and/or sewer districts in King County, southern Snohomish County and a small portion of Pierce County.  The County does not provide wastewater services directly to residential or business customers.  Rather, the County collects wastewater from the cities or utility districts in large interceptor lines, and conveys the wastewater to County treatment plants for treatment and discharge.  
The relationship between the cities and utility districts (component agencies) and the County is governed by contracts.  These contracts specify that the sewer rate be adopted annually by June 30th of each year.  

The sewer rate is not billed directly to ratepayers by King County. The component agencies that provide direct services to the ratepayers and use the County conveyance and treatment facilities are charged for the customers within their districts.  Many residents see these charges on their sewer bills, but they are not paying the County directly.  Their utility providers, as direct service providers, set their own rates to recoup the payments required by use of County services plus their own “local” cost of service.  However, unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.

Monthly Sewer Rate
The monthly sewer rate for both residential and commercial customers is calculated on the basis of Residential Customer Equivalents (RCEs).  A single family residence is one RCE.  Commercial and industrial customers are charged based on the amount of wastewater they generate, calculated using quantity of water consumed.  For commercial and multi-family residences, the calculation is then converted into RCEs.  One RCE (750 cubic feet of wastewater) represents the average amount of wastewater a single family residence would generate in a month.  

Capacity Charge

New connections to the regional wastewater system are assessed a capacity charge.  Payment may be made in a lump sum or paid over a 15 year period.  The proposed charge is shown as the monthly payment over 15 years.   The Executive proposes a 2010 capacity charge of $49.07. 

Per the Regional Wastewater Services Plan policies, the capacity charge is based on the total estimated costs of the 30-year Regional Wastewater Services Plan (RWSP).  Per the financial policies, the capacity charge is to be a uniform charge, approved annually, and the charge is not to exceed the cost of capital facilities necessary to serve new customers (referring to those customers establishing new connections to the sewer system).  

The ordinance sets the charge via the following calculation:

capacity charge = (total system costs – rate revenue from existing customers) – rate revenue from new customers






number of new customers      

This formula sets the capacity charge at a level to recover the designated, growth-related costs that are not covered by the monthly rate payments of newly connecting customers.  Over the life of Regional Wastewater Services Plan, the capacity charge and monthly rate payments of newly connecting customers will cover 95% of growth-related costs.  

Executive’s Sewer Rate and Capacity Charge Objectives:
The Executive’s transmittal letter states the following three key objectives of his proposal:  
1. Establishing a one-year rate to provide economic relief to ratepayers.  It is only appropriate for our ratepayers to keep their money in their pockets until the Wastewater Treatment Division (WTD) requires the additional revenue.  Under my proposal, the monthly sewer rate is approximately $1.10 less per month in 2011 than it would be as a two-year rate and $0.91 less per month than projected in the 2010 Budget.  This measure keeps approximately $8.7 million dollars with the ratepayers in 2011. 

2. Emphasis on prudent financing methods that helps protect our bond ratings.  I directed WTD to move toward more conservative financing practices.  Previously, it was assumed that interest from the 2011 bond sale would be capitalized as a means of managing rate patterns.  While capitalized interest has served as a powerful tool in shaping the profile of rate increases, discontinuing this strategy not only protects the current strong bond ratings, but it also results in lower costs and rates in the long run.  Maintaining our credit ratings will help to ensure favorable interest rates when we go to market with new bonds this year.  I expect the proposal of $35.15 for the monthly rate and $50.45 for the capacity charge will generate the necessary revenue and debt service coverage to preserve the utility’s credit ratings of Aa3 by Moody’s and AA+ by Standard and Poor’s.

3. Reduction of capital and operating expenditures while protecting the public health and environment.  Between 2009 and 2014, WTD has reduced planned capital spending by over $30 million by reprioritizing project schedules and requesting funding only for projects with a critical need to proceed during this time frame.  The division lowered planned operating expenditures by $5.8 million in 2011 and $8 million in 2012, achieving these savings in part by operating new facilities in Vashon and Carnation with no net increase in full-time employees (FTEs).  The savings will continue when we open Brightwater while maintaining the same number of FTEs we had in 2000.  Additional reductions and efficiencies include chemical reductions at the treatment plants; efficiencies in digester cleaning and disposal; implementation of a new technology equipment replacement plan; reduced travel;  reduced number of vehicles in WTD’s fleet; and decentralizing billing processes for sewer, septage and industrial waste customers.  These efforts, in addition to WTD’s continued sound financial management, provide for significantly lower rates than those projected in the 2010 Budget.
ANALYSIS: 
Council staff is still analyzing the Executives proposed monthly sewer rate and capacity charge for 2011.   Analysis and additional information regarding the rate and capacity charge will be provided via briefings to the Budget and Fiscal Management Committee.

ATTACHMENTS:

1. Transmittal letter for Proposed Ordinance 2010-0262, dated April 15, 2010 
2. Wastewater Treatment Division Financial Plan for the 2010 Proposed Sewer Rate

3. 2011 Monthly Sewer Rate and Capacity Charge: Funding Our Clean Water Utility, dated April 15, 2011

4. MWPAAC Letter to Executive re: Wastewater Treatment Division Rate Recommendation, dated April 6, 2010






















Page | 3

