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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT

	Agenda Item:
	5
	Name:
	Mike Reed

	Proposed No.:
	2019-0165
	Date:
	May 1, 2019



SUBJECT:  

The Executive Proposed 2020 Sewer Rate and Capacity Charge.

SUMMARY:  

King County's sewer rates are set for the following year by June 30 of each year, pursuant to contract with participating utilities.  The Executive has transmitted Proposed Ordinance 2019-0165 setting the sewer rate and capacity charge for 2020.  The Proposed Ordinance would:

· Retain the monthly sewer rate set in 2019 at $45.33 per residential customer equivalent (RCE) per month, for 2020.
· Set the monthly capacity charge for new connections to the regional system occurring in 2019 at $66.35, which is a 2.9 percent increase over the 2019 rate of $64.50.  This increase includes costs for proposed expanded low income/senior/disabled affordability options.  

By contract with partner cities and sewer districts, the county is to complete its consideration and action on the sewer rate to provide for an effective date for the legislation on or before June 30, 2020  (partner city and sewer districts act after the county sets the sewer rate to establish their local rates, all of which go into effect on January 1, 2020).  

BACKGROUND

Monthly Sewer Rate
King County provides wastewater treatment services for 17 municipalities and 17 sewer districts (including the Muckleshoot Tribe) in King County, southern Snohomish County and the northern tip of Pierce County.  The county provides sewer interceptor lines that receive wastewater collected from residences and businesses by the cities and sewer districts, who bill their customers directly for both county and local utility charges.  The sewer rate is charged by the county to the utilities to deliver, treat and discharge wastewater.[footnoteRef:1]  [1:  The County has a contractual relationship with cities and utility districts to collect wastewater from them and convey it to County treatment plants for treatment and discharge.   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.  The 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.  ] 


The monthly sewer rate collected by the county goes to support all Wastewater Treatment Division (WTD) expenses, including operating costs, debt service, and capital expenses.  The monthly sewer rate for both residential and commercial customers is calculated on the basis of Residential Customer Equivalents (“RCEs”).[footnoteRef:2]   [2:  A single family residence is one RCE.  Commercial and industrial customers are charged based on the amount of wastewater they generate, calculated using the 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.  
] 


Table 1. Sewer Rates (2009-2019 Actual; 2020-2024 Projected)
	
Year(s)
	Rate
($/RCE/ Month)
	% Increase

	2009 – 2010
	31.90
	14.1%

	2011 – 2012
	36.10
	13.2%

	2013 – 2014
	39.79
	10.4%

	2015 – 2016
	42.03
	5.6%

	2017
	44.22
	5.2%

	2018
	44.22
	0%

	2019
	45.33
	2.51%

	2020
	45.33
	0%

	2021
	47.37
	4.5%

	2022
	47.37
	0%

	2023
	49.50
	4.5%

	2024
	49.50
	0%



Table 1 above depicts the anticipated sewer rates through 2024.  Increases are structured effectively as two year rates—the increase coming in the first year, and the rate holding steady in the second year.  This proposed 2020 increase of 0 percent is consistent with projections made last year at the time of the Council’s consideration of the 2019 rate.   Two elements deserve note relative to the proposed rate level, as follows:

· The final settlement of the insurance claim for flood damage at the West Point Treatment Plant; 
· Continuation of the debt reduction effort to fund capital projects with 40 percent cash, on average over the six-year financial plan, resulting in less reliance on debt.



Capacity Charge
New connections to the regional wastewater system are assessed a capacity charge, based on the policy of “growth pays for growth”[footnoteRef:3]. Payment may be made in a lump sum or paid over a 15 year period.  Table 2 presents the proposed charge as the monthly payment over 15 years.    [3:  K.C.C. 28.86.160 (FP-15) 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
] 

  
Table 2. Capacity Charge (2012-2018 Actual; 2019-2024 Projected)
	

Year
	Rate/Month/RCE
15-yr. duration
	% Increase

	2012
	51.95
	3.0%

	2013
	53.50
	3.0%

	2014
	55.35
	3.5%

	2015
	57.00
	3.0%

	2016
	58.72
	3.0%

	2017
	60.80
	3.6%

	2018
	62.60
	3.0%

	2019
	64.50
	3.0%

	2020
	66.35
	2.9%

	2021
	68.34
	3.0%

	2022
	70.39
	3.0%

	2023
	72.50
	3.0%

	2024
	74.68
	3.0%



Consistent with the Regional Wastewater Services Plan policies, the capacity charge is based on the estimated costs of the 30-year Regional Wastewater Services Plan (RWSP).[footnoteRef:4]  The capacity charge is set 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 planning period of Regional Wastewater Services Plan (2003 – 2030), the capacity charge and monthly rate payments of newly connecting customers will cover 95 percent of growth-related costs.     [4:  The RWSP financial policies, established in county code, require the capacity charge to be a uniform charge, approved annually, and the charge is not to exceed the cost of capital facilities necessary to serve customers establishing new connections to the sewer system.  ] 

Unlike the monthly sewer rate, the capacity charge is directly billed by and paid to King County.  Based on information provided by the cities and sewer districts, King County notifies new connecting customers of the option to pay over time (15 years) or in a lump sum.  The lump sum payment is less than the total dollar value of the 15 year option since the cost of financing the long-term payment is deducted.

The cumulative amount of the capacity charge as proposed for 2020 at $66.35 per month would amount to $11,943 if paid over the full term of 15 years.  An up-front payment, discounted at approximately 3.6 percent compounded over the 15 years, would reduce the payment to $9,280 in 2020, if paid as a lump sum. In practice, many people choose to pay this as a lump sum and have the amount rolled into mortgage payments. 
Capacity Charge Affordability Study
The Executive has included in this year’s rate package a recommendation for a suite of revised policies intended to assist low-income customers most in need, help customers with temporary financial hardship, and support affordable housing development.  Summarized below are the elements of the recommendation:

· Connecting customers with support services
· WTD would work with Washington 2-1-1, which maintains a statewide database of community help resources, as a partner to connect customers experiencing financial hardship with free support services;
· Additional payment plan options
· This would allow delinquent account holders up to a full year to pay outstanding balances due through monthly payments;
· Payment deferral through property liens
· This would allow qualifying low-income homeowners to defer payment of the capacity charge through the placement of a property lien for the balance owed, including waiving fees and a reduction in the interest rate; eligible customers would need to be qualified for the property tax exemption program for senior residents and disabled persons;  
· Reduced charge for income-restricted, affordable housing
· This would expand the range of eligible units and structures currently eligible for reduced charges for affordable housing, to include all unit sizes and more structure types.  Currently, only studio-sized units in multi-family buildings are eligible.  

WTD estimates that these policy changes could reduce housing costs or make monthly bills more manageable for more than 2500 households annually.  One of the options—the Reduced charge for income-restricted, affordable housing--is expected to result in $2.25 million in foregone revenue annually.  This rate package provides for an increase of $0.50 in the 2020 capacity charge to address this cost; for single family residences connecting in or after 2020, that cost would amount to $6.00 annually.  Needed code changes are included in the transmitted legislation providing for the adoption of the 2020 sewer rate and capacity charge.  

ANALYSIS

Operating Revenues
2019 operating revenues are projected at $530.3 million, $12.6 million (2.4 percent) more than 2018 operating revenues.  Increases in sewage fee revenue of $11.7 million are associated with the rate increase of 2.5 % adopted by Council in 2018, and growth in Residential Customer Equivalents of .44 percent. 







Table 3.  Revenues Supporting Wastewater Operations and Capital
	 
	2019 Forecast
	
2020 Forecast
	Difference
	% 
Change
	
2021 Forecast
	
% Change

	
Sewer rate
	$415.3
	
$417.9
	$2.6
	.6%
	
$439.4
	
5.1%

	Capacity Charge 
	$88.5
	
$92.3
	$3.8
	4.2%
	
$95.8
	
1.0%

	Investment Income
	$9.2
	
$8.6
	$(0.6)
	-6.7%
	
$8.8
	
2.3%

	Other Income
	$17.2
	
$17.6
	$0.4
	2.4%
	
$17.8
	
1.3%

	Rate Stabilization 
	$0.0
	
$0.0
	$0.0
	0.0%
	
$0.0
	
0.0%

	Totals
	$530.3
	$536.4
	$6.1
	1.2%
	$561.8
	4.7%


 
Operating Expenses
For 2019 and 2020, operating expenses are projected at $172.7 million and $168.8 million.  The 2020 expense level associated with this 2020 rate proposal represents a 2.25 percent reduction over the 2019 projected operating expense level. 

Table 4.  Operating Expenses—2020 Proposed Rate, 2019-2020 Adopted Forecast

	
	2018
	2019
	2020
	2021
	2022
	2023
	2024

	2020 Proposed Rate Forecast
	($148,497)
	($172,758)
	($168,886)
	($177,064)
	($185,917)
	($195,213)
	($207,773)

	Adopted 2019-2020 Budget Forecast
	($159,620)
	($167,366)
	($168,134)
	($176,800)
	($185,640)
	($194,922)
	($207,468)

	    Difference
	$11,123
	($5,392)
	($752)
	($264)
	($277)
	($291)
	($305)




Rate Stabilization Reserve
Beginning in 2005, WTD has deposited funding in a “rate stabilization reserve” as a tool to help manage rate increases by deferring available operating revenues into future years; funds were withdrawn as required, to moderate rate increases.  

As seen in Table 5 below, the current rate proposal retains a level of funding in the reserve on a continuing basis.  The current balance of $46.25 million would be maintained through 2025. 
[bookmark: _Toc509494213][bookmark: _Toc509918852][bookmark: _Toc509918969][bookmark: _Toc510097729][bookmark: _Toc3387251][bookmark: _Toc3451441][bookmark: _Toc3457418][bookmark: _Toc3984202]Table 5. Rate Stabilization Reserve, 2018–2025 ($ in millions)
	
	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	Beginning balance
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25

	Additions
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	Reductions
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0
	0.0

	Ending balance
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25
	$46.25









[bookmark: _Ref321824408][bookmark: _Toc321905032]Resident Customer Equivalent Forecasts
Table 6 below illustrates the projected rate of growth of Residential Customer Equivalents (“RCE’s”) in coming years.  RCE’s—which had been expected to increase by 0.60 percent in the 2018 Adopted Sewer Rate forecast—are now expected to increase at 0.55 percent in 2019, increasing to 0.62 percent after that..  

[bookmark: _Toc3387255][bookmark: _Toc3451445][bookmark: _Toc3457422][bookmark: _Toc3984207]Table 6. Current Residential Customer Equivalents Forecast
	
	2018
	2019
	2020
	2021
	2022
	2023
	2024
	2025

	2020 Rate Proposal
	760,571
	763,552
	768,286
	773,049
	777,842
	782,665
	787,517
	792,400

	Percent Increase from Prior Year
	0.44%
	0.39%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	2019 Adopted Sewer Rate
	761,790
	765,980
	770,370
	775,500
	780,310
	785,150
	790,018
	794,020

	Percent Increase from Prior Year
	0.60%
	0.55%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%
	0.62%

	Change between 2020 Rate Proposal and 2019 Adopted Sewer Rate
	(1,039)
	(2,424)
	(2,439)
	(2,455)
	(2,470)
	(2,485)
	(2,501)
	(2,522)



WTD Capital Projects
Table 7 below shows the differences in WTD's proposed Capital Spending Plan compared to the capital spending projections made in the adopted 2019-2020 budget. Projections for 2019 and 2020 anticipate marginally higher expenditure levels for capital projects than had been forecast in the 2019-2020 budget. 


Table 7. WTD Capital Spending Plan, 2018-2024 (in $ millions)
	
	2018
	2019
	2020
	2021
	2022
	2023
	2024

	2020 Proposed Rate Forecast
	($231,197)
	($226,140)
	($271,825)
	($268,794)
	($277,304)
	($267,533)
	($216,894)

	Adopted 2019-2020 Budget Forecast
	($208,020)
	($219,708)
	($263,490)
	($267,466)
	($275,666)
	($265,134)
	($225,617)

	    Difference
	($23,177)
	($6,432)
	($8,335)
	($1,328)
	($1,638)
	($2,399)
	$8,723



Major Capital Projects Incorporated into the 2020 Rate
As reported by the Executive, key projects that are underway or were added through the budget process that represent a significant portion of the 6-year capital planning horizon include the following:

· North Mercer Island and Enatai Interceptors Upgrade (total cost $116 million)  This project will increase the reliability and capacity of the existing North Mercer Island Interceptor and Enatai Interceptor components of the regional wastewater system in order to convey the 20-year peak wastewater flows projected through 2060 from service areas in North Mercer Island, the southwest portion of Bellevue, and the Town of Beaux Arts Village.

· Georgetown Wet Weather Treatment Station (total cost $242 million)  The project consists of building a Wet Weather Treatment Station (WWTS), conveyance pipelines, and outfall structure to treat CSOs prior to discharge into the Lower Duwamish Waterway. The WWTS includes an influent pump station, equalization basin, screening facility, CSO treatment process, and disinfection. Modifications to both the S. Brandon St. and S. Michigan St. Regulator Stations will be required for diversion of flows to the WWTS. Ancillary facilities include an odor control facility, electrical/controls building, and emergency generator. CSO treatment will consist of high-rate primary treatment followed by ultra violet disinfection prior to discharge.

· Joint Ship Canal Water Quality CSO Control (total cost 176.2 million)  The Ship Canal Water Quality Project is a joint project between SPU and the Department of Natural Resources and Parks (DNRP) that will provide offline storage with a deep storage tunnel constructed between the Ballard and Wallingford CSO areas, on the north side of the ship canal. The Ship Canal WQ Project will control SPU’s Ballard CSO basins (Outfalls 150,151, and 152), Fremont (Outfall 174) and Wallingford CSO basins (Outfall 147), DNRP’s 3rd Ave. W. Regulator (DSN008), and 11th Ave. NW Regulator (DSN004). The minimum total control volume for both SPU and DNRP CSO basins is 15.24 million gallons.

· Lake Hills Interceptor Refurbishment (total cost $30.5 million)  This project will rehabilitate 3,263 linear feet of 48-inch-diameter reinforced concrete pipe. This project aligns with WTD's mission, vision, and values by protecting public health, creating a resilient clean water enterprise, and maintaining strict safety protocols. The project is scheduled to begin construction in 2020.

· Thornton Creek Trunk Replacement and Realignment (total cost $41 million)  Thornton Creek Trunk begins at the confluence of the North Lake City and West Lake City trunks and ends at the Matthews Beach Pump Station. Sections of the Thornton Creek Trunk are operating below the King County Wastewater Treatment Division adopted conveyance capacity standard of 20-year level of service.  The project will replace the existing pipe with a larger pipe that has greater capacity to convey sewage. The project will relocate some segments of the existing trunk away from environmentally sensitive areas.  In total approximately 4,000 feet of sewer will be replaced.

Metropolitan Water Pollution Abatement Advisory Committee Comments
The Metropolitan Water Pollution Abatement Advisory Committee, (“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 within King County’s sewer service area. Most of these cities and sewer utilities deliver their sewage to King County for treatment and disposal.

MWPAAC has forwarded an advisory letter, which is included in the transmittal,  indicating its support for the 2020 sewer rate proposal.  The letter notes that the proposal “serves to continue reducing outstanding debt through 2030 by instituting increased cash financing and moderate rate increses, which is in line with the MWPAAC debt review committee recommendation.  The letter further highlights certain elements of the package, below:
· MWPAAC supports the affordable housing review, but indicates an interest in hearing more about the proposed source of funding (letter is dated March 27,2019);
· MWPAC indicates that they have worked with WTD staff on a separate study of how the current categories of the capacity charge might be improved and regularly updated to reflect regional changes;
· MWPAAC notes the many capital projects to be implemented over the next 20 years, adding to the significance of the Clean Water Plan—with particular attention to the impact of resiliency and recovery plans on the capital plan and rate projections;
· MWPAAC looks forward to continued involvement in the study of enhancements to the Regional Infiltration and Inflow Control Program;
· MWPAAC indicates appreciation for WTD’s active involvement and cooperation in ongoing sewage treatment contract negotiations with the Regional Negotiations Team.  

TIMING

The wastewater contracts with participating cities and sewer districts specify that the sewer rate be in place by June 30th of each year (partner city and sewer districts act after the county sets the sewer rate to establish their local rates, all of which go into effect on January 1, 2019).  
 
ATTACHMENTS

1. Proposed Ordinance 2019-0165 (and its attachment)
2. Transmittal Letter
3. Fiscal Note
4. Issue Paper:  King County Executive 2020 Monthly Sewer Rate and Capacity Charge Proposal
5. 2019-0165 Wastewater Treatment Division 2020 Rate Recommendation (MWPAAC Letter to Council Chair, dated March 27, 2019)
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1. Dan Kaplan, Manager, Financial Services Administrator, Wastewater Treatment Division, DNRP
2. Tom Lienesch, Economist, Wastewater Treatment Division, DNRP
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