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PREFACE - STRATEGIC BUSINESS PLAN COMPARISON

Seattle City Council Resolution 31760, adopted November 13, 2017, adopted a six-year Strategic
Business Plan Update (“SBP”) for Seattle Public Utilities (“SPU”) which guides utility investments, service
levels, and rate paths through 2023. While not a formal rate package, the SBP provides guidance and
accountability for the rate setting process, which occurs every three years and which should reflect the
SBP and any necessary financial or policy changes. Table P-1 compares overall wastewater and drainage
rate increases required to provide sufficient revenue for 2019-2021 with those in the SBP.

Table P-1: Comparison of Overall Wastewater and Drainage Revenue Requirement Increases
2019 2020 2021

Wastewater

Strategic Business Plan 8.1% 9.9% 8.9%
Rate Study 7.5% 7.4% 7.3%
Drainage

Strategic Business Plan 9.2% 9.7% 9.9%
Rate Study 8.0% 8.0% 8.0%

The increases above include a pass-through of a 2.5% rate increase in 2019 and a 4.5% rate increase in
2021 of the rates charged to SPU by the King County Wastewater Treatment Division. King County treats
99% of Seattle’s sewage and associated rate increases are adopted through a ‘pass-through’ mechanism
between rate study years.

Since the adoption of the SBP, strong financial performance and lower than anticipated King County
Wastewater Treatment rate increases resulted in lower increases than predicted in the SBP. The impact
of these changes for Wastewater and Drainage rates are shown below in Tables P-2 and P-3
respectively.
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Table P-2: Rate Impacts of Changes Since SBP on Proposed Rate Increases - Wastewater

% Change in

% Change in

% Change in

2019 $ Change Revenue 2020 $ Change Revenue 2021 $ Change Revenue

from SBP Requirement from SBP Requirement from SBP* Requirement

Expenditure
O&M & Taxes (3.1) -1.0% (1.7) -0.5% (0.7) -0.2%
Capital Financing (25.9) -8.6% 38.6 11.7% 2.9 0.8%
Treatment Costs (11.5) -3.8% (11.6) -3.5% (10.0) -2.8%
Total Expenditure Requirement (40.5) -13.5% 25.3 7.7% (7.8) -2.2%
Other Funding Sources 39.4 13.1% (32.0) -9.7% (0.7) -0.2%
Change in Revenue Requirement (1.1) -0.4% (6.6) -2.0% (8.5) -2.4%
Strategic Business Plan Rate Increases 8.1% 9.9% 8.9%
Change in Revenue Requirement -0.4% -2.0% -2.4%
Consumption, UDP, Financial Policies -0.2% -0.5% 0.8%
Proposed Increases 7.5% 7.4% 7.3%

(S in millions)

*Includes estimated passthrough for projected 2021 King County WTD rate increases.

Table P-3: Rate Impacts of Changes Since SBP on Proposed Rate Increases - Drainage

2019 $ Change from % Change in 2020 $ % Change in 2021 $ Change % Change in
SBPg Revenue Change from Revenue from SBP*g Revenue

Requirement SBP Requirement Requirement

Expenditure
O&M and Taxes 1.9 1.3% (0.5) -0.3% (3.5) -2.0%
Capital Financing 13.8 9.5% 4.0 2.5% 0.6 0.3%
Treatment Cost (0.8) -0.5% (0.7) -0.4% (0.7) -0.4%
Total Expenditure Requirement 14.9 10.2% 2.8 1.7% (3.6) -2.0%
Other Funding Sources (15.2) -10.4% (5.8) -3.6% (3.1) -1.8%
Change in Revenue Requirement (0.3) -0.2% (3.0) -1.9% (6.7) -3.8%
Strategic Business Plan Rate Increases 9.2% 9.7% 9.9%
Change in Revenue Requirement -0.2% -1.9% -3.8%
Consumption, UDP, Financial Policies -1.0% 0.2% 1.9%
Proposed Increases 8.0% 8.0% 8.0%

(S in millions)

*Includes estimated passthrough for projected 2021 King County WTD rate increases.

Projected O&M expenses are lower than projected in the SBP by $3.1 million in 2019, $1.7 million in
2020, and $0.7 million in 2021 for wastewater, and higher in 2019 by $1.9 million for drainage, but lower
by $0.5 million in 2020 and $3.5 million in 2021. Overall, this is a $7.6 million savings over the rate

period.
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Capital financing needs have risen by $34.0 million over the rate period. Compared with the SBP,
wastewater capital financing needs are projected to be $25.9 million lower in 2019 but $38.6 million
higher in 2020, while drainage is $13.8 million higher in 2019 and $4.0 million higher in 2020. Capital
financing is paid through a combination of bonds and operating cash.

These capital financing requirements are balanced by increases in Other Funding Sources, which
includes drawdowns of the DWF’s cash balances. These drawdowns are patterned to provide rate
stability, resulting in consistent rate increases. Overall, Other Funding Sources reduce the revenue
necessary to be collected through rates by $17.3 million compared to the SBP.

While generally not revenue requirement drivers, Utility Discount Program (UDP) participation and
changing consumption patterns are significant rate drivers. UDP discounts are a reduction in rates to
certain customers. As a result, increased revenue requirement results in higher overall rates to make up
the UDP-related revenue reduction. Proposed rates include an expansion in the UDP program to meet
the City and SPU’s affordability goals. Increased sewer consumption can allow the revenue requirement
to be spread over more units, which lowers rates. But while the City’s population has significantly
increased over the past decade, conservation efforts have offset commensurate increases in
consumption. In keeping, SPU anticipates relatively flat growth in consumption, with small increases as
construction on new housing and commercial space is completed and filled with consumers. Table P-4
compares the sewer consumption forecast used in the SBP and the current projection.

SUM

Table P-4: Sewer Consumption Forecast (CCF)

2018 2019 2020 2021
Strategic Business Plan Consumption 21.6 21.6 21.6 21.6
Proposed Consumption 20.3 20.5 20.8 21.0
(CCF in millions)
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1. EXECUTIVE SUMMARY

The Drainage and Wastewater Utility provides wastewater and stormwater management services to
Seattle residences and businesses, and to a small number of wastewater customers outside city limits. It
is supported almost entirely by utility fee revenue. For wastewater, SPU collects fees from based on
metered water usage via the SPU combined utility bill. For drainage, SPU charges Seattle property
owners based on property characteristics contributing to stormwater run-off. The drainage fee appears
as a line item on King County property tax bills. Wastewater and drainage rates consist of a system
component, set to recover SPU expenses, and a treatment component, set to recover payments to King
County and Southwest Suburban Sewer District, whose facilities treat the wastewater conveyed by
SPU’s system.

Drainage and wastewater rates were last increased on January 1, 2018, when wastewater rates were
increased by 4.1 percent and drainage rates were increased by 10.7 percent. These rates were higher
than the 2016-2018 Rate Study due to Council Action in Fall 2017 to smooth rates between 2017-2019.

Rate increases for both drainage and wastewater will be necessary in all three years of the rate study

period for the DWF to cover increasing operating and capital expenses, which are required to address
significant needs for both systems. Cash and debt financing of new capital projects is a major driver of
rates for both drainage and wastewater. Some of the major capital programs proposed for 2019-2021
are:

Consent Decree projects including:
o Lake Washington Ship Canal Water Quality Project
o Green Stormwater Infrastructure

Accelerated infrastructure replacement in conjunction with Move Seattle
e Pipe renewal and rehabilitation
South Park Pump Station

Per Seattle Municipal Code 21.28.040, the King County treatment rate is adopted via a pass-through
mechanism. A 2019 treatment rate increase of 2.5% was adopted by County Council in June 2018 and is
incorporated into this rate study; a future increase in 2021, currently projected at 4.5%, will not be
adopted until 2020. As a result, legislation adjusting SPU rates for the 2021 treatment rate change will
be submitted separately in 2020.

The total projected DWF direct service rate revenue requirement is $429.5 million in 2019, $465.8
million in 2020, and $504.9 million in 2021. Table 1-1 presents the annual revenue requirements and the
monthly impact of the proposed fees for different drainage customers and the typical residential
wastewater customer. Table 1-1 includes adopted and projected King County treatment rate increases
where noted. The 2021 increase has not been adopted by County Council and is subject to change.
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Table 1-1: Proposed DWF Revenue Requirement and Bill Impacts with Projected 2021 King
County Rate Increase

2018 2019 Proposed 2020 Proposed 2021 Proposed
Existing Change from from from
Rates 2018 2019 2020
Net Revenue Requirement ($M)?*
Wastewater? $274.7 $288.1 $13.4 $313.2 $25.1 $340.0 $26.8
Drainage $130.1 $141.4 $11.3 $152.7 $11.3 $164.9 $12.2
Total DWF $404.8 $429.5 $24.7 $465.9 $36.4 $504.9 $39.0
Wastewater
Rate per CCF
Treatment $8.34 $8.84 $0.50 $8.84 $0.00 $9.26 $0.92
System $5.12 $5.64 $0.51 $6.71 $1.07 $7.42 $0.72
Wastewater Rate'? $13.46 $14.48 $1.01 $15.55 $1.07 $16.68 $1.14
Typical Monthly Residential Bill%# $57.90 $62.26 $4.36 $66.85 $4.59 $71.73 $4.88
Typical Monthly Drainage Bills with
Passthrough?
Typical Residential (5,000-7,999 sq. ft.) $40.07 $43.06 $2.99 $46.52 $3.46 $50.27 $3.75
Convenience Store (8,700 sq. ft.) $97.77 $103.75 $5.98 $112.09 $8.34 $121.12 $9.03
Supermarket (125,000 sq. ft.) $1,404.69 | $1,490.63 $85.94 | $1,610.42 $119.79 | $1,740.21 $129.79

Table I-1 Notes:
1.  Billimpacts include an adopted 2.5% increase in the King County treatment rate in 2019 and a projected 4.5% increase in 2021.
2. Wastewater revenue excludes industrial surcharge.
3. “CCF”is an acronym for ‘one hundred cubic feet’ and is equivalent to 748 gallons.
4.  The typical monthly residential wastewater bill is based on 4.3 CCF per month.
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2. FINANCIAL POLICY OVERVIEW

The City of Seattle operates an integrated storm and sanitary sewerage system. Although funded
through separate rate structures, the City’s stormwater (“drainage”) and sanitary sewer (“wastewater”)
systems share common infrastructure, administrative and maintenance services, debt financing, and
financial budgeting and reporting systems.

SPU finances the acquisition, operation, and maintenance of Seattle’s drainage and wastewater system
through the Drainage & Wastewater Fund. An enterprise fund functions like a self-supporting business
that must generate operating revenues, predominantly through user charges (or “rates”), which are
sufficient to cover all operating costs and meet financial policy targets. Separate drainage and
wastewater service charges, or rates, are the source of most revenues. Non-rate revenues include
permit fee revenue, operating grants, capital grants, and contributions in aid of construction (“CIAC”).
These non-rate revenues reduce the amount of revenue that must be recovered through rates.

Financial policies provide a guiding framework for DWF finances. The policies help determines how
much DWF revenue SPU must collect from its customers each year to remain financially healthy while
meeting its financial obligations. These policies provide a comprehensive, inter-connected framework
wherein each policy reinforces the others. For example, debt service coverage is maintained by raising
enough excess operating revenue over the minimum cash obligations to meet ongoing operations and
debt service payments. This in turn leads to higher levels of operating cash and a lower debt-to-asset
ratio. Build ups in operating cash can be contributed to CIP, lessening the need for future debt
issuances, lowering the revenue required to meet debt service coverage.

The financial policy that requires the highest level of revenue to be satisfied is the “binding constraint.”
If revenue were to be lowered beyond that level, the binding constraint financial policy would not be
met. Currently, the DWF is very close to bumping up against three binding constraints. The first is debt
service coverage with taxes, followed by cash contributions to CIP, and finally year-end operating cash
balance. Reducing rate increases below the proposal would hamper SPU’s ability to meet the necessary
year-end debt service coverage target and put at risk the Fund’s bond rating.

In addition, financial policies:

e Shape the financial profile that SPU presents to lenders and other members of the financial
community

e Establish DWF’s exposure to financial risk

o Allocate DWF’s costs between current and future ratepayers

DWEF financial policies were adopted by City Council in 2003 by Resolution 30612 and reviewed in 2012
under Statement of Legislative Intent No. 13-1-A-1. The policies and associated targets, as well as their
importance are as follows:
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Operating Cash Balance

The year-end operating cash balance should be at least equal to one month’s contract expenses.

The purpose of the cash balance target is to have sufficient cash on hand to pay operating expenses,
taking into account the lag between cash disbursements and cash receipts, and to provide a reserve
against projection variances. Contract costs for treatment of sewage and stormwater by King County is
the DWF’s largest expense, thus it is used as a proxy for the DWF cash balance target. In 2017, one
month of treatment expenses was $13.6 million. SPU uses an internal planning target of 45-days
operating expenses. In 2017 this target was $42.5 million. SPU’s rate proposal maintains a higher year-
end cash balance of $77 million in 2021. This higher cash balance, in addition to maintaining a high debt
service coverage ratio as described above, will enable the DWF to better manage its bond rating as it
places SPU closer to peer utilities to which rating agencies compare when determining the DWF’s rating
before a bond issuance. Part of the evaluation criteria rating agencies utilize is to benchmark various
financial metrics of the DWF to utilities of similar size and services. Reducing proposed rates would
reduce DWF revenue below the level required to achieve the target of $77 million, making this level of
operating cash a binding constraint. Operating cash is a binding constraint in addition to cash
contribution to the capital improvement program below.

Cash Contribution to the Capital Improvement Program

The cash contribution to the CIP should be at least 25% of total CIP expenses based on a four-year
average.

This policy helps to prevent a rapid increase in debt levels and limits the escalation in the debt-to-asset
ratio. The four-year rolling average of cash contribution to the CIP is expected to be 25% for the rate
study period. SPU has proposed rates that enable the DWF to collect enough revenue which along with
balanced operating cash drawdowns will allow a contribution of $215 million to a projected $845 million
in investment (25.4%). Reducing proposed rates would not produce enough revenue to meet the 25%
cash contribution target without lowering operating cash revenues below $77 million. These two
policies are the joint binding constraints in the rate period.

Debt Service Coverage Ratio

Debt Service Coverage should be at least 1.8 times debt service cost in each year on a planning basis.
A higher debt service coverage ratio means that more revenue is available after debt payments are
made. This reduces financial risk and provides more flexibility to respond to revenue shortfalls.

SPU rates assume maintaining a higher debt service coverage ratio of at least 2.0 without taxes and 1.5
with taxes based on feedback from the City’s financial advisors and rating agencies (Standard and Poors’
and Moody’s). This level of debt service will defend the DWF’s bond rating during a time of increased
capital investment. SPU plans to issue, on average, over $200 million of debt each year of the rate
period resulting in an additional $56 million of debt service. A potential downgrade would lead to higher
interest rates, raising the annual debt service obligation by at least $1.0 million per year. In addition to
increased monetary obligations to be incurred in the coming years, the downgrade is long-term damage
to SPU’s credit worthiness, which is not easily reversible, and would limit SPU’s financial flexibility in
meeting future capital investment or resiliency needs for the coming decades.
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A growing Capital Improvement Program (CIP) necessitates the issuance of debt and maintaining a
strong bond rating will enable debt financing at continued favorable interest rates, ensure future
financial flexibility, and ultimately lower long-term rates for customers.

Projected coverage, including coverage for a new bond issue in each year of the rate period, is above
both the legal bond covenant requirement (1.25) and the policy target (1.80).

Net Income

Net income should be generally positive.

Positive net income is a contingency against projection variances and uncertainties regarding revenues.
It is also a signal to bond rating agencies that the City is committed to establishing fees that cover costs.
Net income is projected to be positive for 2019, 2020, and 2021.

Debt to Asset Ratio

The ratio of debt to assets should not exceed 70%.

This ratio is an indicator of reliance on debt for infrastructure financing. A high ratio suggests less
flexibility, as a greater portion of each year’s revenues is used to repay debt. Over the rate period, the
debt-to-asset ratio is expected to remain below the 70% threshold.

Variable Rate Debt

No more than 15% of total debt should be variable rate debt.

A cap on variable rate debt balances the advantages of lower interest costs with the risk of unexpected
increases in interest rates. The DWF currently does not have any variable rate debt and does not plan to
issue any variable rate debt.

Financial Policy Performance
Table 2-1 presents DWF actual and projected performance of financial policy targets from 2017 to 2023.

Table 2-1: DWF Financial Policy Performance 2017-2023

Policy / Target 2017 2018 2019 2020 2021 2022 2023
Y 9 Actual Projected Proposed Proposed Proposed Estimated Estimated
Net Income
Generally Positive $30.7 $18.6 $30.2 $42.8 $50.3 $58.5 $63.4
Debt Service Coverage
1.8x (without taxes) 2.7 2.0 24 2.2 2.2 21 21
H 1
De?t;e(r‘;’/';; f;"ei;age 1.8 1.3 16 15 15 15 15
Cash Balance Year End*
45 Days of Operating Expense® $164.5 $168.0 $138.7 $92.2 $77.2 $72.2 $72.2
Cash Financing of CIP*
25% (4-year average) 30% 14% 30% 33% 21% 27% 35%
Def;?;ﬁ;:e;f:;fa 10 70% 65% 57% 62% 64% 65% 64% 62%
0
Variable Rate Debt 0% 0% 0% 0% 0% 0% 0%

Less than or equal to 15%

Debt service coverage with Taxes, cash balance at year end, and cash financing of the CIP are the binding constraints
2Internal planning target. Official target is 1-month treatment contract expense
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3. REVENUE REQUIREMENT

Financial policies provide a guiding framework for drainage and wastewater finances. The policies help
determine how much DWF revenue SPU must collect from its customers each year to remain financially
healthy. In any year (on a planning basis), the desired revenue requirement is the lowest amount of
money necessary to simultaneously satisfy all financial policies in that year. At this desired revenue,
some financial policies may be exceeded, but none will be missed — the financial target that is met last is
known as the “binding constraint.” For this rate proposal, the binding constraints are debt service
coverage with taxes, the sum of cash required to meet year-end cash balance, and CIP cash financing
targets. The rates revenue requirement is equal to the total revenue requirement necessary to meet the
binding constraint, less any non-rates revenues. Drainage and wastewater service fees (or “rates
revenues”) typically account for over 95 percent of drainage and wastewater revenues. Non-rate
revenues include permit fees, miscellaneous operating revenues, interest income, operating grants,
capital grants, and contributions in aid of construction.

Tables 3-1 and 3-2 summarize the components of change in the drainage and wastewater revenue
requirement for 2019, 2020, and 2021. These tables include the impact of the King County treatment
increase in 2019 and a projected increase in 2021. No increase is expected in 2020. The top sections of
these tables present the components of expense which make up the total revenue requirement. The
bottom section of these tables presents other sources of funding which reduce the amount of expense
which must be recovered through direct service rates. Following the tables below is a more detailed
description of the components of change in the revenue requirement.
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Table 3-1: Components of the Change in the Wastewater Revenue Requirement

$ Changein % Change in $ Changein % Change in $ Changein % Change in
E 2018 2019 Rev Req Rev Req 2020 Rev Req Rev Req 2021 Rev Req Rev Req
xpense
o&M
Base O&M $49.7 $54.5 $4.8 1.7% $58.6 $4.1 1.4% $62.9 $4.3 1.4%
Taxes $35.5 $38.6 $3.1 1.1% $42.3 $3.7 1.3% $46.1 $3.8 1.2%
Total $85.2 $93.1 $7.9 2.9% $100.9 $7.8 2.7% $109.0 $8.1 2.6%
King County Treatment | ;51 9 | ¢354 $3.0 11% | $156.2 $2.0 0.7% | $1653 9.1 2.9%
Capital Financing
Cash $21.1 $31.3 $10.2 3.7% $67.4 $36.1 12.5% $45.4 ($22.0) -7.0%
Debt Financing $23.6 $27.5 $3.9 1.4% $34.0 $6.5 2.2% $39.1 $5.1 1.6%
Total $44.7 $58.8 $14.1 5.1% $101.4 $42.6 14.8% $84.5 ($16.9) -5.4%
Total Revenue
Requirement $281.0 $306.1 $25.1 9.1% $358.5 $52.4 18.2% $358.7 $0.3 0.1%
Other Funding Sources
Non-Rates Revenue ($5.4) ($9.3) ($3.9) -1.4% ($9.0) $0.3 0.1% ($9.1) ($0.0) 0.0%
Cash Balance (%9.1) | (%8.7) $0.4 0.1% | ($36.3) ($27.6) 9.6% | ($9.7) $26.6 8.5%
Adjustment $8.2
Net Rates Revenue
Requirement $274.7 $288.1 $13.6 4.9% $313.2 $25.1 8.7% $340.0 $26.9 8.6%
Impact of Demand/UDP 2.6% -1.3% -1.3%
Effective Change in Rate 7.5% 7.4% 7.3%

(S millions); Total net rates revenue requirement does not include industrial surcharge

SUM
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Table 3-2: Components of the Change in the Drainage Revenue Requirement

$ Changein % Change in $ Changein % Change in $ Changein % Change in
Expense 2018 2019 Rev Req Rev Req 2020 Rev Req Rev Req 2021 Rev Req Rev Req
0&M
Base O&M $59.6 $68.9 $9.3 7.2% $70.7 $1.8 1.3% $72.2 $1.5 1.0%
Taxes $16.4 $18.4 $2.0 1.5% $19.9 $1.5 1.0% $21.5 $1.6 1.0%
Total $76.0 $87.3 $11.3 8.7% $90.6 $3.2 2.3% $93.6 $3.1 2.0%
King County Treatment 9.5 $9.9 0.4 03% | $10.1 $0.1 01% | $106 $0.6 0.4%
Capital Financing
Cash $5.2 $25.7 $20.5 15.8% $11.9 ($13.9) -9.8% $7.4 ($4.5) -2.9%
Debt Financing $40.9 $43.4 $2.5 1.9% $53.6 $10.2 7.2% $61.7 $8.1 5.3%
Total $46.1 $69.1 $23.0 17.7% $65.5 ($3.7) -2.6% $69.1 $3.6 2.4%
Total Revenue
Requirement $131.6 $166.4 $34.8 26.8% $166.1 ($0.3) -0.2% $173.4 $7.3 4.7%
Other Funding Sources
Non-Rates Revenue ($3.3) ($4.5) ($1.2) -0.9% ($3.5) $1.0 0.7% ($3.5) ($0.1) 0.0%
Cash Balance ($2.0) | ($20.4) ($18.4) -14.2% | ($9.9) $10.5 7.4% | ($4.9) $5.0 3.3%
Adjustment $3.8
Net Rates Revenue
Requirement $130.1 $141.4 $15.1 11.6% $152.7 $11.3 8.0% $164.9 $12.2 8.0%
Impact of Demand/UDP -3.7% 0.0% 0.0%
Effective Change in Rate 8.0% 8.0% 8.0%

(S millions)

3.1. Operations and Maintenance (O&M)

The drainage and wastewater O&M revenue requirement includes direct operating expense associated
with managing sanitary sewer and stormwater programs (i.e., regulatory oversight, community outreach
and education) and aggressively maintaining the system infrastructure, as well as a portion of DWF
shared administrative expense. As operating expenses are budgeted for the DWF as a whole and not by
line of business (wastewater or drainage), operating expenses must be assigned to each line of business
in order to establish separate revenue requirements for rate-setting purposes. The factors used to
assign expense between the two lines of business are periodically updated, which can result in changes
in the share of expense paid by either wastewater or drainage.

The O&M enables SPU to continue to provide core services to customers, invest in critical capital assets,
and meet federal mandates. The majority of SPU’s increases since the 2016-2018 rate study are related
to updated inflation assumptions and new expenses identified in the SBP. These include increased
regulatory requirements, transportation-related projects, and various projects further discussed in the
following sections.

Allocation Revision in Detail
Operating expenses are budgeted for the DWF as a whole and individually between wastewater or
drainage. Consequently, operating expenses must be assigned to each line of business to establish
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separate revenue requirements for rate-setting purposes. SPU has developed a series of factors to
assign cost, by budget activity, to wastewater and to drainage.

The DWF budgeted O&M expenses include both line-of-business-specific expenses (e.g., water quality
monitoring or wastewater treatment), as well as shared administrative and business support expense.
Shared expenses are assigned to each line of business based on prior period actual direct labor expense
or on management estimates (where labor expense is not appropriate).

As part of the current rate study, SPU reviewed the existing labor-based cost assignment factors and
adjusted the allocation based on 2017 actual spending. While some areas saw increases in the
wastewater share, the net cost shift because of this update was a shift from wastewater to drainage.

Table 3-3 presents a summary of 2017 cost assignment changes by program. The change in allocation
based on 2017 actual data shifts the allocation of O&M to drainage from 52.4% of total pre-adjusted
base O&M to 53.6%. Appendix D provides more detailed information on the cost assignment process.

Table 3-3: Change in Drainage Share of DWF O&M Spending

Program 2016-2918 Updatfed

Allocation Allocation
Customer Service 31.9% 34.3%
Director’s Office 59.6% 55.7%
Project Delivery 58.8% 57.1%
Pre-Capital Planning & Development 50.4% 53.4%
Field Operations 47.2% 55.3%
Finance & Administration 52.5% 50.8%
Utility Systems Management 69.3% 55.0%
SPU General Expenses 55.1% 57.8%
Drainage Weighted Average 52.4% 53.6%
Total DWF O&M $123.4 $123.4
Drainage Share of Total 0&M $64.7 $66.2
Wastewater Share $58.7 §57.2

(S in millions)

3.2. Capital Financing Expense

The DWF funds capital projects through a combination of cash (from direct service and non-rates
revenue) and debt financing (revenue bonds).

Capital Improvement Program

The 2019-2021 rate proposal includes an average of $245 million of capital investment annually, up from
an average of $80 million per year over the past decade. The increase is driven primarily by the Ship
Canal Water Quality Project and other activities intended to bring SPU into compliance with Federal
water quality regulations. The remainder of planned investment consists of rehabilitation and upgrade
of pipes and pump stations, flood control, and dispersed green stormwater infrastructure projects, with
smaller amounts for operations facilities and decant and dewatering facilities. SPU has also identified
opportunities to reduce long term capital investment program expenses by moving up planned
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replacement and upgrade of pipes to coincide with Seattle Department of Transportation levy-related
transportation work. The CIP plan includes $78 million for transportation-related utilities work.

Figure 3-1: Annual Historic and 2018-2023 Planned Capital Investments

300 2018-2023 Projected
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Financial policies require the DWF to fund a minimum of 25% of CIP through operating cash over a 4-
year average. For the proposed 3-year rate period, the 4-year average is calculated using the years 2018-
2021. The target minimum requirement for these 4-years is $211 million out of a total CIP of $845
million ($861 million planned less an accomplishment rate of 97.5% except for 100% on combined sewer
overflow (CSO) projects including the Ship Canal WQ project). However, SPU plans to fund an additional
$3.5 million of CIP through operating cash as part of its cash management policies.

Debt Service

SPU has typically issued $60 to $100 million in new DWF revenue bonds every other year. Increased
investment in the current SBP perio