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Actions in the
Clean Water Plan

Wecome to the Clean Water Plan

King County needs to update its wastewater plan o that we make the right investments at the right time for the best
water quality outcomes. We feel strongly that when the County hears from everyone, we al benefit

King County is using an exploratory process to create the Clean Water Plan and working with communities at every
step to:

+ Identify the Decision Areas we need to consider.

+ Develop a range of Actions we could take for each Decision Area.

+ Combine Actions into Strategies that address multiple Decision Areas.

+ Assemble a Preferred Strategy for elected offcials to consider.

Here's how the process works:
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What are “Actions” in the Clean Water Plan?

Actions are specific programs or sets of projects that address one of the Decision Areas the Plan needs to consider.
Actions are designed to address particular wastewater or water quality challenges. As we move through the
planning process, we are evolving and fine-tuning the Actions based on what we learn, and on what we hear from
the community, local agencies, and elected officials.

Actions are not standalone water quality solutions; rather, they are building blocks that will be shaped and combined
in different ways throughout the planning process.

We are exploring a wide range of Actions to help inform a deepes of the choices. we
face. Some Actions would require significant changes in how we do things, others are consistent with our current
practices. The range of Actions reveals the breadth of options to consider and the decisions that will need to be
made for the Clean Water Plan,

kingcomty _ Clean Water Plan

King County Auditor’s Office

Kymber Waltmunson, King County Auditor

Peter Heineccius

Government Accountability & Oversight Committee
August 23, 2016

King County

Wastewater Capacity Charge:
Unclear Whether Growth Is Paying for Growth

Why is WTD performin
this study?

Current capacity charge methodology
“expires” in 2030

Clean Water Plan being completed
that will help identify capital needs
over the next 40 years

Some imbalances in the approach
due to the structure

2016 Auditor’s report recommended a
more transparent model



Current Methodology
Background
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Current version of the charge started with the
“Robinswood Agreement” Letter

* Developed at the conclusion of the 1998 Regional Water Quality
Committee retreat

« Established guiding principles related to the Regional Wastewater
Services Plan to manage wastewater through 2030, including:

“The regional wastewater financing structure should reflect
uniform regional rates for existing and new customers and
achieve the principle of “growth pays for growth.”




Current capacity charge methodology was
developed in 2001

* A separate charge assessed on development that results in new
connections to the sewer system

 Billed by and paid to King County in addition to the regular
monthly sewer rate

* How It works:
1. Growth-related costs are identified

2. Monthly rate revenue from growth customers is calculated
3. The capacity charge is set to cover any shortfall from rate revenues



How the capacity charge model tries to
achieve “growth pays for growth”

Growth Revenue Minus Growth Infrastructure Costs

2003 2016 2030 2045

Revenues from 2003-
2030 connections

Capacity Charge
“Pays Back” Sewer Rate

Sewer Rate “Subsidizes”

Capacity Charge

Net present value at the
end of the period is zero



The capacity charge has increased significantly

since 2002

Capacity Charge ¢ 74% average annual
bR increase

$67.00

* Approx. 3.0% per year

$55.35

after Brightwater

$47.37

completed in 2007

$42.00

$34.05 « WTD Rate has
$23.40 Increased 3.7% per

$17.20 year over the same
period

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020



Original methodology lacks transparency in
meeting objective of “growth pays for growth”

* We're now 20 years into a 30-year plan — the system is
different than it was in 2000

* The model calculations are “locked away” inside macros

 WTD engaged Ratftelis to:
* Review the existing methodology
* Rebuild the existing model
- Evaluate alternative methodologies



Current Methodology
Where we’re at now



Raftelis: the current approach of balancing
revenue over a 30-year period is atypical

« Conceptually, provides for equitable share of system
Investment and operational costs

* Practically, difficult to keep track of existing v. growth-
related costs and subject to volatility based on past
performance and market conditions (discount rate)



Part of this study was to validate the
current model

« Raftelis developed a model without macros to provide
transparency to the calculations and process

« Evaluates the system costs and revenues based on the same
assumptions and constraints

* Also allows for various inputs to be evaluated for their impact on the
results more clearly (e.g., inflation, discount rate, growth estimates, etc.)

: Resultant Capacity
« Key findings from the rebuild:

h lculati : " 6.0% $67.25
the calculation IS very sensitive 5 0% $44.74

to the discount rate 4.0% $28.02
3.0% $13.55



The capacity charge calculation is minimally
sensitive to changing assumptions/inputs,
but very sensitive to a different discount rate

Cash Resultant Capacity Parity Debt | Resultant Capacity
Financing % Charge - 2020 Coverage Charge - 2020

40% $67.25 1.25x $67.25
30% $66.62 1.50x $65.59
Original $67.25 6.0% $67.25
10% Reduction $50.78 5.0% $44.74
4.0% $28.02

3.0% $13.55



Why explore alternative capacity charge
methodologies?

« Develop a more transparent calculation
« Based on the value of system assets (existing and future)
« EXxisting and future capacity will determine costs per RCE

* A more predictable charge that is less dependent on historical
revenues
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Goals of alternative capacity charge
methodology

* Aligned with RCW Requirements
« Key concept in RCW 35.58.570 is “equitable share”

 Industry standard methodologies are based on the Rational Nexus Test —
aligned with the “equitable share™ concept

« Accounts for current system investments and capacity, and future

expanded capacity investments
« Based on the value of system assets (existing and future)
« Existing and future capacity will determine costs per RCE

* More transparent & predictable calculation



Alternative Methodologies
Where we’re headed




ypical Fee Calculation
ethodologies . i

Buy-In Approach

Focuses on existing facilities with available System Development
capacity to serve new customers Charges

Analysis based on fixed asset records

A system d went charge (SDC) is a one-time charge p:nd by a new water system cus-
tomer for system capacity. It is also assessed to existing customers requiring increased

system capacity. The receipts from this charge are used to finance the development of
growth-related or capacity-related water facilities and are an important funding/financing
source for these facilities
. Although a one-time charge, SDCs are not always paid up front. Some states require
I utilities to offer an option to pay the SDC in installments if the fee is over a certain amount.
n C re I I le n a arg I n a OS p p ro aC Utilities often offer such an option with the px ial for financing terms that allow for
installment payments spread over several months or yvears.
The development of the appropriate level of SDCs provides utilities and policymak-
o T b B - ers with a cost-based analysis of the value of existing and planned capacity that is available
Focuses on additional facilities required to pisht v vt mot eplenysh bt seego. e cppvota eyl st
the costs of providing capacity, policymakers can make an informed decision concerning
. . the equity of allocating system capacity costs between existing and new customers
m t t t d th Utilities make investments in capacity-related facilities that will provide service to
e e a n I CI p a e g rOW new development in advance of when the new development occurs. Typically, the capacity-
related facilities are constructed in fairly large increments, and the new customers that
this capacity is intended to serve will typically connect to the system over ma years
A M M M As a result of the size of the capacity expansion and the timing of when customers con-
n a yS I S ase O n Cap Ita I I I l p rOVe I I l e nt p an nect to the system, the timing of receipts generated from the SDCs is rarely synchronized
with the construction of the capacity-related facility. Therefore, SDCs provide an equitable
method for recovering the costs of system capacity additions from those who will use
the increased capacity; although in most cases, some portion of the capacity-related co
must still be recovered from user rates and charges assessed to all customers due to the
aforementioned timing issues,
In general, SDCs are based on the costs for major backbone infrastructure com-
ponents that are necessary to provide service to all customers, including source-of-
supply facilities, raw water transmission, treatment facilities, pumping facilities, storage

i




Buy-In Approach



System Buy-In
Approach

Existing assets have capacity to
serve new customers

New customers “Buy-In” to

existing capacity

Establishes a cost per RCE of

capacity in existing system
Investment in assets based on
original costs plus carrying costs

Per RCW 35.58.570

Exclude outstanding debt to
prevent “double-charging”

Exclusion of grant-funded assets

Sample Fee Calculation

Original Cost of Eligible Assets + Carrying Costs

Less:
- Grant Funded / Donated
- Outstanding Debt Principal

= Net System Assets ($)
+ Existing System Capacity (RCE)
= Capacity Charge ($/RCE)
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System Buy-in Approach
| TreamentPlants | Conveyance | CSORegulaory

Adjusted Asset Investments $ 110 $ 50 $ 25
$ 1.00 $ 0.25 $ 0.10
Total Capacity Charge (RCE) | | | 8135




Incremental Approach



Incremental Cost
Approach

Assigns cost of future capacity Sample Fee Calculation

expansion t0 new customers _ :
Total Capital Improvements Projects

CIP projects evaluated for portion

that supports growth ldentify Growth Capacity Share of Projects
Utilizing current adopted CIP = Incremental Capacity Cost ($)
Project-specific allocations of
upsizing share by project
Clean Water Plan will inform = Capacity Charge ($/RCE)
updates

Based on future RCE’s added to
system

+ Capacity Provided by New Assets (RCE)
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Incremental Approach Summary

The RCEs added by future growth-related projects will be informed by
Clean Water Plan strategies

. |TreatmentPlants | Conveyance | CSO/Regulatory
Growth-related Project Costs $ 200 $ 50 $15

Added RCE Capacity 50 40 50
Capacity Charge per RCE $ 1.25 $ 0.30

Total Capacity Charge ($/RCE) __ $ 5.5

Methodology allows for straightforward evaluation of how Clean Water
Plan strategies will affect capacity charges




Combined Approach



Combined

Methodology
System Buy-in + Incremental Capacity Required
Cost System Capacity
Existing assets have capacity
to serve new customers
Recognizes additional growth- B I I

related facilities in capital

) Past Present Future
Improvement plan

System Demand




Combined Approach Calculation

| _Treatment | Conveyance |CSO/Regulator

Costs
Buy-In (Assets) $ 100 $ 30 $ 15
Incremental (CIP) $ 200 $ 50 $ 15
otal $ 300 $ 80 $ 30

Available Capacity (RCEs)
Existing 100 120 150
Added 50 40 50
otal 150 160 200

Cost/Capacit $2 $ 0.50 $0.15 $ 2.65



Benefits of a Combined Approach

Achieves the principle of growth pays for growth by
recovering an equitable share of:

Existing system assets based on available capacity
Future system investments to serve growth

Transparent and predictable since it is based on assets
and not cashflow



Where do we go from here?

Next Steps
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Next Steps

Code change to extend incremental update period of
existing charges until Council adoption of Clean Water
Plan

WTD will continue to explore Combined Approach

WTD would like feedback from MWPAAC related to
alternative methodologies






= RAFTELIS

Thank you!



System Buy-in Adjustments
Exclude Vashon Island and Carnation treatment facilities

Exclude grant-funded assets

Should recover the core/’backbone” system assets
Exclude small equipment and vehicles

Asset management adjustment — add CIP replacement project
costs; remove related retired asset cost



