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Metropolitan King County Council
Regional Water Quality Committee

STAFF REPORT

	Agenda Item:
	7
	Name:
	Mike Reed

	Proposed No.:
	2021-B0065
	Date:
	May 5, 2021



SUBJECT

Executive-Proposed 2022 sewer rate transmittal.

SUMMARY

The Regional Water Quality Committee is briefed annually on recommended sewer rates and capacity charges, prior to adoption by Council.  In the 2021 rate setting process, significant projected rate increases in coming years became a point of discussion, and Asset Management emerged as a key element in those discussions.  For the 2022 rate setting process, the Wastewater Treatment Division committed to engaging key participants, including the Regional Water Quality Committee, in framework discussions to inform that rate setting effort.  The Committee has been briefed on asset management needs including the development of the wastewater physical plant, the executive review process for asset updating and upgrading, the history of wastewater asset management, the life cycle of wastewater assets, capital project prioritization, and asset management at regional treatment plants, as well as the schedule for development of the sewer rate.  The Executive has transmitted the proposed 2022 Sewer Rate and Capacity Charge recommendation as Proposed Ordinance 2021-0187; the Committee will be briefed on the proposed rate recommendation.

BACKGROUND

Each year, the Executive recommends a proposed rate level for the sewer rate and capacity charge, pursuant to KCC 28.86.160 C:
	
	FP-15:  King County shall charge its customers sewer rates and capacity charges sufficient to cover the costs of constructing and operating its wastewater system.  Revenues shall be sufficient to maintain capital assets in sound working condition, providing for maintenance and rehabilitation of facilities so that total system costs are minimized while continuing to provide reliable, high quality service and maintaining high water quality standards.
2.  Sewer rate.  King County shall maintain a uniform monthly sewer rate expressed as charges per residential customer equivalent for all customers.
	    a.  Sewer rates shall be designed to generate revenue sufficient to cover, at a minimum, all costs of system operation and maintenance and all capital costs incurred to serve existing customers.

3.  Capacity charge.  The amount of the capacity charge shall be a uniform charge applied to each residential customer class structure type based on an estimate of the average persons-per-household occupancy for each such a residential customer class structure type.  The amount shall be approved annually and shall not exceed the cost of capital facilities necessary to serve new customers.  
	   
Interlocal agreements with participating cities and sewer districts establish July 1 of each year as the date by which the County must approve the sewer rate. 

Executive-Proposed 2022 Sewer Rate:  Proposed Ordinance 2021-0187
The Executive has transmitted Proposed Ordinance 2021-0187, the 2022 Sewer Rate and Capacity Charge. The proposed rate would provide for a 4% increase over the 2021 rate, increasing from the 2021 rate of $47.37 per “Residential Customer Equivalent” (“RCE”) to $49.27 per RCE, as expressed in the table below:

Executive-Proposed 2022 Sewer Rate
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The table also projects future rate levels through 2031.  These projected rates increase at 4% annually through 2025, and at 5% or 6% through 2030.

This projected pattern represents a break from the pattern of recent years, and from the initial agency recommendation to the Executive.  That agency recommendation was for a 0% increase for 2022, in light of economic conditions resulting from the Covid-19 pandemic, and the fiscal challenges faced by partner local governments.  That agency recommendation followed a pattern of increases only in alternating years, and substantially higher increases in future biennia, as expressed in the table below: 

Initial Agency-Recommended 2022 Sewer Rate (prior to Executive review)
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A MWPAAC letter to the Executive, responding to the original agency recommendation, had expressed interest in a more predictable and modest rate increase pattern, involving annual, rather than biennial, rate increases.

Rate Drivers
There are a number of rate “drivers” that are often discussed as shaping the emerging rate picture over the long term.  These include:

· The requirement for establishment of Combined Sewer Overflow facilities to control discharge of untreated wastes during periods of high stormflow, resulting from the CSO Consent Decree between King County, the Washington Department of Ecology, the federal Environmental Protection Agency and the federal Department of Justice.
· The Washington Department of Ecology is moving forward with development of a regulatory project that is expected to result in a limitation on the level of nutrients that can be discharged in the effluent of wastewater plants discharging into Puget Sound.  Response to those regulations may have significant capital cost implications for King County wastewater processing facilities over the years.
· Regional population growth, requiring assessment of the capacity of the existing system to effectively capture and process anticipated wastewater volumes; a briefing has been presented to the Committee on the Division’s Flows and Loadings study which has identified a number of near-term and longer-term capital project needs.
· The need for system resilience, which was dramatically illustrated by the West Point system failure in 2017, and which resulted in a third-party analysis that emphasized system resilience as a key means of preventing recurrence of similar events
· Aging of the physical plant.  The primary elements of the wastewater conveyance and processing system, including the interceptor pipelines and West Point and South treatment plants, were constructed in the 1960s and 1970s.  Those facilities are now approaching or exceeding 50 years old, and to a greater or lesser extent, experiencing the challenges of an aging system.  The Wastewater Treatment Division is addressing the need to evaluate, rehabilitate and replace aging segments of the conveyance system through the Conveyance System Improvement project, which identifies segments in need of upgrade to assure conveyance capacity capable of handling a 20-year peak flood through the year 2060.  The need to address conveyance system needs was highlighted in the 2021 rate discussion. 

In addition to these ongoing rate drivers, the Executive transmittal has specifically referenced a number of rate drivers that impact this 2022 proposal (Attachment 6 to the Staff Report):
· West Point Treatment Plant power reliability investments.  Council approved legislation in February continuing an Emergency Declaration to respond to a Department of Ecology administrative order requiring an undertaking to address the reliability of the power supply at West Point Treatment Plant.  WTD is beginning work to address “voltage sags” that have historically impacted operations at the plant during storm-driven wind and rain events.
· Combined Sewer Overflow cost estimates.  Newly-available estimates for the cost of completing CSO projects are incorporated into the proposed rate; negotiations are currently underway with the Environmental Protection Agency and the Department of Ecology to extend the required completion date for those projects from 2030 to 2040.  The proposed rate extends those costs to 2040, on the assumption of favorable outcome to negotiations.
· Asset Management Catch-Up.   WTD has briefed the RWQC on the backlog of asset management needs; this rate proposal provides for a “catch-up” process which would completed all the projects by 2033.  It includes an asset management “strike team” to support progress on the asset management catch-up.
· Covid-19 impacts.  The agency anticipates a reduction in sewer rate revenue for 2021 associated with the Covid-19 economic slowdown; that reduction will impact 2022 revenues due to the billing structure of the agency, which bills for current services in future quarters.  The revenue reductions are expected to be offset by savings from record-low interest rates impacting the cost of new borrowing and refinancing of existing debt.

Capacity Charge Recommendation
As noted above, the capacity charge rate is typically increased 3% annually, except that every third year, the Wastewater Treatment Division re-calculates the rate level to confirm that it appropriately allocates costs between capacity charge ratepayers and sewer rate ratepayers, based on the intent that increased capacity needs associated with new customers should be paid for by those new customers through the capacity charge.  Proposed Ordinance 2021-0187 provides that the 2022 recommended rate level will increase from the 2021 rate of $68.34 per RCE to $70.39 per RCE, a 3% increase. 
	
Metropolitan Water Pollution Abatement Advisory Committee Letter
The Metropolitan Water Pollution Abatement Advisory Committee, composed of representation from cities and sewer districts that are component agencies in the regional wastewater system, has prepared a letter responding to the Executive’s recommended sewer rate; MWPAAC completed and approved a letter in response to the current recommendation at its meeting on April 28, 2021 (Attachment 5).   Among the elements of the letter are the following:
· Confirmation that MWPAAC supports the Executive-Proposed 4% rate increase for 2022;
· A request for annualized rate increases going forward, rather than rate increases on a biennial schedule;
· Request for clarification of anticipated asset management cost projections over coming decades;
· Request for preliminary estimate of the impact of the Nutrients rule changes on sewer rates;
· Emphasis on the need for MWPAAC input on the Clean Water Plan, and cost estimates associated with possible changes resulting from the planning process;
· Concern about the assumption in the rate proposal of the shift of the bulk of combined sewer overflow costs to the 2030-2040 decade, in the context of discussions with the Environmental Protection Agency regarding modification of deadlines for completion of required combined sewer overflow projects.  
· The need for more time for MWPAAC to review proposed rates prior to transmittal;
· The scope, nexus to wastewater programs, and rate implications associated with the Executive’s “Clean Water, Healthy Habitats” program;
· Concern regarding increases in cumulative system debt as capital costs continue to grow;
· A desire for reliable construction time schedules, and an appeals process to review any changes in prioritization, to allow for consideration of impacts on local agencies.




INVITED

· Courtney Black, Rates, Capital and Debt Management Supervisor, Wastewater Treatment Division

ATTACHMENTS

1. Proposed Ordinance 2021-0187, and its attachments
a. Attachment A Capital Improvement Program dated April 15, 2021

2. Transmittal Letter dated April 27, 2021
3. 2021-0187 Fiscal Note
4. Technical Memo:  Proposed 2022 Sewer Rate and Capacity Charge and 2022-2031 Sewer Rate Plan
5. 2021-0187 MWPAAC Rate Recommendation Letter to Council
6. WTD Sewer Rate Proposal and 10-year Sewer Rate Plan
7. PowerPoint Briefing:  2022 Executive-Recommended Sewer Rate Plan and 10-Year Sewer Rate Plan (2022-2031) Presentation
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2022-2031 Rate Plan Adopted 2020 | Set in 2021 |
Annualized Proposed

Rate Increase % ] 4.00% 4.00% 4.00% 4.00% 5.00% 6.00% 6.00% 6.00% 6.00% 7.50%)
Monthly Sewer Rate 7.37 $49.27 $51.25 $53.30 $55.44 $58.22 $61.72 $65.43 $69.36 $73.53 $79.05
Rate Increase $ 2.0 $1.90 $1.98 $2.05 $2.14 $2.78 $3.50 $3.71 $3.93 $4.17 $5.52
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Adopted ORD 19106 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Rate Increase % 4.50% 0.00% 10.25% 0.00% 10.25% 0.00% 14.00% 0.00% 14.00% 0.00%)|
Rate $47.37 $47.37 $52.23 $52.23 $57.58 $57.58 $65.64 $65.64 | $74.83 $74.83
Rate Increase $ $2.04 $0.00 $4.86 $0.00 $5.35 $0.00 $8.06 $0.00 | $9.19 $0.00
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