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January 8, 2020
Laura Reed, Stormwater Program Manager
City of Mountlake Terrace
6100 219th Street SW
Suite 200
Mountlake Terrace, WA 98043
Subject: Stormwater Utility Rate Study
Dear Ms. Reed:
FCS GROUP is pleased to submit this report summarizing the results of the Stormwater Utility Rate
Study for the City of Mountlake Terrace.
Revenue Requirement
The table below shows the recommended stormwater service charges through 2024. Indicated
increases are applied “across-the-board” to the rates so that all rate components have an equal
adjustment each year. These rates were adopted by the City Council on November 4 th, 2019.

Capital Facilities Charges
We also recommend an updated capital facilities charge of $3,003 per equivalent residential unit
(ERU), as seen below. This is an increase of $2,758 above the existing charge of $245 per ERU. This
capital facilities charge was adopted by the City Council on November 4 th, 2019.
Summary of CFC Analysis
Existing CFC
Updated CFC
Increase

$245
$3,003
$2,758

The detailed methodologies used to derive both the revenue needs and the capital facilities charge are
included in this report. It has been a pleasure to work with you and the City of Mountlake Terrace on
this effort. If you have any questions, I can be reached directly at (425) 336-1865 or by email at
JohnG@fcsgroup.com.
Yours very truly,

John Ghilarducci
Principal

Tage Aaker
Project Manager

Melanie Hobart
Project Consultant
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Section I.

INTRODUCTION

The City of Mountlake Terrace contracted with FCS GROUP to perform a stormwater utility rate
study. The City’s stormwater division works to protect water quality, enhance habitat, control
flooding, and comply with state and federal requirements. Activities include man aging the
stormwater comprehensive facility maintenance plan, public education and outreach, site inspection
to ensure proper maintenance of stormwater facilities, identification and control of pollutant
discharges to the stormwater system, and spill cleanup response. Service charges are collected from
properties within City limits to recover the costs to plan, manage, design, construct, maintain, revise,
and upgrade the stormwater management system within the City of Mountlake Terrace.
Revenue Requirement
One purpose of this study is to develop a funding plan (“revenue requirement”) for the City’s
stormwater utility to enable it to achieve the desired level of service. The revenue requirement
identifies the total revenue needed to fully fund the utility on a standalone basis, considering
operating and maintenance expenditures, existing annual debt service, capital funding needs
identified in the comprehensive plan, future debt requirements, and identified financial policies.
Exhibit 1 shows the general methodology of the revenue requirement process.
Exhibit 1:

Revenue Requirement Process

FCS GROUP prepared three different level of service (LOS) scenarios for the City to consider. The
City Council adopted rate increases associated with LOS 2, and that is the scenario that will be
discussed in this report.
Capital Facilities Charge
In addition to the revenue requirement analysis, this study also includes an evaluation of the City’s
stormwater capital facilities charge. This charge helps provide equity between existing and new
customers, and they also provide a source of funding for stormwater-related capital projects as
growth occurs. FCS GROUP recommended an increase to the current charge; City Council adopted
this recommendation.
Issue Papers
In support of the rate study, several issue papers were developed and have been included in the
appendices to this report. They are as follows: Issue Paper #1: Rate Structures; Issue Paper #2: Rate
Credits; and Issue Paper #3: Debt Management.
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POLICY FRAMEWORK

There are several policy topics that are important to consider as part of managing the finances of the
stormwater utility, including operating reserves, capital reserves, aging infrastructure funding, and
debt management.

II.A.

RESERVES

When evaluating fund reserve levels and objectives, it is important to recognize that the value of
reserves lies in their potential use. A reserve strategy that deliberately avoids any use of reserves
negates their purpose. Fluctuation of reserve levels may indicate that the system is working, while
lack of variation over many years strongly suggests that the reserves are, in fact, unnecessary.

II.A.1.

Operating Reserves

An operating reserve is designed to provide a liquidity cushion; it protects the utility from the risk of
short-term variation in the timing of revenue collection or payment of expenses. Like other types of
reserves, operating reserves also serve another purpose: they can help smooth rate increases over
time. Target funding levels for an operating reserve are generally expressed as a certain number of
days of operating and maintenance (O&M) expenses, with the minimum day requirement varying
with the expected revenue volatility of the utility.
Industry practice for utility operating reserves typically ranges from 30 to 120 days (8 - 33%) of
O&M expenses, with the lower end more appropriate for utilities with stable revenue streams and the
higher end more appropriate for utilities with significant seasonal or consumption-based variations.
Recommended Policy: The City’s current policy is to maintain a minimum balance of 15% (55 days) of
O&M. This is a reasonable target for a stormwater utility, given that stormwater revenues are fairly stable
from billing period to billing period. FCS GROUP did not recommend a different policy. This ‘15%’
policy equates to $315,000 based on estimated expenditures in 2020.

II.A.2.

Capital Reserves

In addition to protecting against variations in the timing of operating costs and revenues, it is prudent
to maintain a capital contingency reserve to meet unexpected emergency capital outlays. There are
several methods used in the industry to set the level of these types of reserves, including:
⚫

Most costly piece of equipment or infrastructure: A utility may predict the cost of replacing its
most expensive piece of equipment or infrastructure.

⚫

Average annual cost of capital program: A utility may use a percentage of its projected capital
program, or set the reserve equal to the average annual cost of its capital program.

⚫

Percentage of utility plant: The most common method is for a capital contingency to be a
percentage of the cost of fixed assets, usually 1-2% of the original cost of total assets.
Alternatively, a percentage of replacement value can also be used, with the percentage adjusted
downward to reflect the fact that replacement value is higher than original cost.
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Recommended Policy: The City’s current policy is to maintain a minimum balance of $250,000. FCS
GROUP recommends that the City strive to achieve a year-end minimum balance target of $250,000 or
1% of the original cost of existing assets – whichever is greater. It is projected that by 2026, 1% of the
original cost of stormwater capital assets will exceed $250,000, and the capital fund minimum target
should increase accordingly.

II.B.

CAPITAL FUNDING

Utilities typically fund capital improvement projects from a variety of sources, such as grants,
developer extensions (a contractual agreement that a developer will fund the cost of City owned
infrastructure for a private project – such as an extension of water service lines for a new housing
development), capital facilities charges, utility rates, and debt. While grants would logically be
applied to project costs first, the next choice in the funding “hierarchy” is not necessarily apparent.
The following sections discuss cash funding and debt funding policies for the City’s consideration.

II.B.1.

Aging Infrastructure Funding

In order to avoid excessive reliance on debt, it is prudent to have a policy that commits a certain
amount of annual rate revenue to the replacement of system assets. A common approach is to
establish a planning target for this replacement need; this policy will be referred to as ‘Aging
Infrastructure Funding’ throughout this report. This funding target is commonly set as a percentage
of depreciation expense each year, where depreciation data is available. Conceptually, basing the
aging infrastructure funding target on depreciation expense addresses more than one criterion for
reasonable rates:
⚫

Financial integrity: Funding depreciation expense from current rates avoids a decline in system
asset value; and

⚫

Adequacy of capital funding: Funding depreciation expense from current rates provides a stable
funding source for capital expenditures, especially those related to the repair and replacement of
existing infrastructure.
Recommended Policy: The City has a policy to annually fund 2% of the total replacement cost of
stormwater assets. City staff estimated that this policy results in a funding target of $1.9 million per year
in 2019 ($2.4 million per year by 2024, assuming annual construction cost escalation of 4% per year). In
order to mitigate near-term rate increases, the analysis assumes that the City will target $925,000 per
year by 2024 for aging infrastructure replacement; this is roughly 40% of the City’s ultimate goal. The
City should continue to phase towards funding 100% of this goal over time.

II.B.2.

Debt Management

Debt financing is also an appropriate tool for capital funding. Compared with pay-as-you-go funding,
debt smooths out the rate impact of a capital program by spreading costs over time. It also creates
intergenerational equity — sometimes called “pay-as-you-use” because future customers who use the
assets are the ones paying for them. Debt also reduces budget flexibility. Pay-as-you-go capital
projects can be delayed if there is a revenue shortfall, but once the utility has sold debt, the debt
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service needs to be paid in good times or bad. So while debt is a useful part of the toolbox, it needs to
be monitored to ensure that the system does not become too heavily dependent on it.
The City currently has three outstanding revenue bonds that were jointly issued with the stormwater,
water, and wastewater utilities. The stormwater utility is responsible for approximately $595,000 in
annual debt service for these three bonds. To evaluate the City’s debt level, we will discuss a
measurement called debt service coverage in the next section.
II.B.2.a

Debt Service Coverage

Debt service coverage is a requirement associated with revenue bonds and some state loans. A typical
minimum coverage requirement for utility revenue bonds is 1.25. Because of the coverage
requirement, if it sells bonds, the City agrees to collect enough revenue to meet operating expenses
and not only pay debt service but collect an additional 25% increment above bonded debt service.
The extra revenue is a cushion that makes bondholders more confident that debt service will be paid
on time. The extra revenue can be used for capital expenditures, to build utility reserves, or for debt
service on subordinate debt. Achieving a bonded debt service coverage level greater than the
minimum required level is a positive signal that bond rating agencies notice, and it can result in more
favorable terms when the City goes to the market for revenue bonds.
Recommended Policy: While the minimum debt service coverage requirement for the City’s existing
revenue bonds is 1.25, FCS GROUP recommends that the City strive to achieve a more conservative
debt service coverage result of at least 1.50 to 2.00. The City’s existing revenue bonds are ‘crosspledged’ which means that revenues from all three utilities can technically be considered when
evaluating debt service coverage achievement. However, it is recommended that each utility individually
meets the coverage requirements for its portion of annual debt payments.

II.C.

FINANCIAL PERFORMANCE STANDARDS

This analysis evaluates the sufficiency of the utility’s revenues to meet its financial obligations in the
context of two revenue sufficiency tests:
⚫

Cash Flow Sufficiency Test. The cash flow test determines whether or not the utility’s annual
revenues are sufficient to cover the known cash requirements for each year of the planning
period. These cash requirements typically include O&M expenses, debt service payments, rate funded capital outlays, and any additions to reserve balances.

⚫

Coverage Test. The coverage test evaluates the utility’s ability to meet applicable bond coverage
requirements, as specified by the City’s bond covenants and internal debt policies. As discussed
above, existing bonds have a coverage requirement of at least 1.25. As this test focuses on annual
financial performance, it precludes the use of reserves to cover shortfalls in net revenue and may
result in excess cash flow which can be used to fund capital projects or any other utility purpose.

In determining the annual revenue requirement, the test with the greatest deficiency generally drives
the rate increase in any given year. It is worth noting that the City can temporarily waive the
requirements of the cash flow test as part of a conscious decision to phase-in rate increases, as long
as its operating reserve balance is sufficient to absorb the resulting cash-flow deficit. However, as the
City has revenue bonds outstanding, the coverage test must always be met as failure to do so may
result in a downgrading of the City’s credit rating.
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Section III. REVENUE REQUIREMENT
III.A.

BACKGROUND

The revenue requirement is the amount of revenue that a utility’s rates must generate to enable it to
meet its various financial obligations. This analysis has two main purposes – it serves as a means of
evaluating the utility’s fiscal health and adequacy of current rate levels, and it sets the revenue basis
for near-term and long-term rate planning. The rate revenue requirement is defined as the difference
between total revenue needs and the revenue generated through non-rate sources (e.g., miscellaneous
revenue). Hence, the revenue requirement analysis involves defining and forecasting both needs and
resources. The key assumptions and inputs used to develop the forecast are described below.

III.B.

BEGINNING FUND BALANCE

The City maintains one stormwater fund (Fund 412) which had a beginning fund balance of $1.9
million in 2019. Within this fund, $600,000 is reserved for revenue bond covenant balance
requirements, resulting in $1.3 million being available for operating and capital purposes.

III.C.

ECONOMIC ASSUMPTIONS

Operating costs are initially based on the 2019 utility budget, with adjustments for inflation and any
anticipated future changes such as changes to programs or staffing levels. The following major
assumptions were used in this rate forecast.
⚫

General Cost Inflation: assumed to be 2.00% per year based on historical data from the Consumer
Price Index Urban Consumers – Seattle / Tacoma / Bellevue (CPI - U).

⚫

Construction Cost Inflation: assumed to be 4.00% per year based on historical data from the
Engineering News-Record Construction Cost Index (CCI) - 20 City Average.

⚫

Labor Cost Inflation: assumed to be 3.00% per year based on City input and a 10-year historical
average of the Employment Cost Index – Wages and Salaries.

⚫

Benefits Cost Inflation: assumed to be 7.00% per year based on discussions with the City.

⚫

State Business & Occupation Tax: 1.50%

⚫

Fund Earnings: 1.50% in 2019, 1.00% in 2020, and 0.50% thereafter. The earnings rate in 2019 is
based on the Local Government Investment Pool (LGIP) yields and is conservatively lowered in
subsequent years.

⚫

Customer Growth: assumed to be 0.25% based on a review of projected growth within the service
area, the Snohomish County 2012 Buildable Lands Report, and several years of historical data.

III.D.

LEVELS OF SERVICE

With the input of City staff, FCS GROUP prepared three level of service (LOS) scenarios for the
City to consider. The summary-level results of the different levels of service are included in
Appendix B. Varying levels of capital funding and NPDES compliance were considered in each
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LOS. On November 4 th, 2019, the City Council adopted the rate increases associated with LOS 2 and
all details that follow refer to LOS 2.

III.E.

CAPITAL FORECAST

The capital forecast involves projecting annual capital expenditures and developing a strategy to fund
those expenditures. This forecast includes capital expenditures totaling $8.9 million from 2020 to
2024 (inflated). As seen in Exhibit 2, these costs vary by year; capital expenditures (inflated $)
average $1.7 million per year. A detailed list of projects is included in Appendix A.
Exhibit 2:

Annual Capital Costs (Inflated $)

The capital plan includes several large, distinct capital projects as well as more routine, annual aging
infrastructure replacement.
⚫

⚫

Dark blue bar. The ‘major capital’ projects included in the forecast are listed below (in 2019 $s).
»

Hall Creek restoration in Ballinger Park: $1,300,000 in 2021-2022

»

236th St. stormwater upgrades: $1,000,000 in 2022-2023

»

Cedar Way Dam Pond maintenance upgrade: $470,000 in 2023

»

Taylor Pond rehabilitation: $295,000 in 2023

»

Hall Creek flooding model: $100,000 in 2024

Gold bar. Aging infrastructure replacement is largely deferred until 2022. The forecast assumes
approximately $1.3 million of aging infrastructure replacement in 2022, $500,000 in 2023, and
$1.5 million in 2024. The annual ‘low-high’ pattern reflects the anticipated timing lag between
the design phase and the construction phase of these projects.

Of the total $8.9 million (inflated $) in capital projects planned for 2020-24, $5.1 million is forecast
to be funded with revenue bonds with the remainder being funded with cash reserves, capital
facilities charges, and rate revenue that is earmarked for aging infrastructure replacement.

www.fcsgroup.com

City of Mountlake Terrace
January 2020

III.F.

Stormwater Utility Rate Study
page 7

EVALUATION OF REVENUE SUFFICIENCY

The stormwater utility is not projected to have sufficient revenue to meet its ongoing operating needs
and policies in 2019; the utility will need to draw down reserves in order to cover this deficit . In
addition to existing obligations, the City is anticipating additional costs associated with NPDES
compliance (e.g., additional inspections, maintenance, and capital investment). As seen in Exhibit 3
these factors together result in a need for increased revenues.
Exhibit 3:

Revenue Requirement Forecast

Summary of the revenue requirement:
⚫

Solid black line: Revenue at existing rates.
»

⚫

⚫

Annual revenues cannot cover existing operating expenses and debt service.

Dotted black line: Revenue with rate increases.
»

Annual revenue increases of 95.0% in 2020, followed by 10.0% increases in 2021 and 2022
are needed to meet the forecasted obligations of the utility. Beginning in 2023, a 3.5% annual
increase is recommended to continue to meet ongoing system needs.

»

Approximately $500,000 of rate revenue in 2020 is needed to replenish reserves. The
$500,000 is represented by the gap in the dotted line and the gold bar in 2020. The combined
fund balance at the end of 2019 is projected to be just over $50,000, which is well below the
recommended levels discussed in the Policy Framework section of this report.

Dark blue bar: Cash operating expenses.
»

The City expected to add engineering and maintenance staff in 2020 and 2021. Additionally,
as the City increases its revenues, the utility must pay more state and local taxes on those
revenues. These increases, along with general inflationary adjustments, increase cash
operating expenses from just under $2 million in 2019 to approximately $2.5 million in 2021.
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⚫

The stormwater utility is responsible for approximately $600,000 per year in debt service.

Gold bar: Aging infrastructure funding.
»

⚫
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In 2019, there is no money available to fund aging infrastructure replacement projects. In
2020 there is forecast to be $400,000 available. Funding increases each year after 2020; by
2024 nearly $900,000 per year would be available to help replace aging infrastructure.

Purple bar: New debt service.
»

The new revenue bonds projected in 2022 ($4.1 million) and 2024 ($1 million) increase the
utility’s annual debt service payments by $400,000 per year by 2024.

Based on the forecasted operating, capital, debt service, and reserve needs, FCS GROUP
recommends the increases shown in Exhibit 4.
Exhibit 4:
Stormwater Service Charge
Schedule

Recommended Rate Forecast
2019

Annual Increase

2020

2021

2022

2023

2024

95.0%

10.0%

10.0%

3.5%

3.5%

Bimonthly Charge per Billable ERU

$22.90

$44.66

$49.12

$54.04

$55.92

$57.88

Monthly Charge per Billable ERU

$11.45

$22.33

$24.56

$27.02

$27.96

$28.94

III.G.

RATE SURVEY

As a resource to the City and its customers, a rate survey of neighboring utilities was performed.
Exhibit 5 shows the 2019 monthly single-family residential stormwater bills of eleven jurisdictions,
as well as Mountlake Terrace’s 2019 existing and 2020 adopted rate. Currently, the City has one of
the lowest residential stormwater rates in the area. With the adopted increase, the City’s 2020 rate
will be the second-highest when compared to other jurisdictions’ existing 2019 rates.
Exhibit 5:

Single Family Residential Monthly Stormwater Bill Comparison
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Section IV. CAPITAL FACILITIES CHARGE
IV.A.

INTRODUCTION

Capital Facilities Charges are one-time fees paid at the time of development, intended to recover a
share of the cost of system capacity needed to serve growth.
They serve two primary purposes:
⚫

To provide equity between existing and new customers; and

⚫

To provide a source of funding for system capital costs.

The charge is an upfront charge imposed on growth and is primarily a charge on new development,
although also applicable to expansion or densification of development when such actions increase
requirements for utility system capacity. Charges imposed on redevelopment should be net of any
existing developed area.
The City of Mountlake Terrace currently has a capital facilities charge of $245 per equivalent
residential unit (ERU) in place for its stormwater utility. This report documents the methodology and
resulting updated capital facilities charge that the City Council adopted on November 4, 2019.

IV.A.1.

Legal Basis

There are a variety of approaches that are used in the industry to establish a defensible charge. The
City is authorized to assess such charges under Section 35.92.025 of the Revised Code of
Washington (RCW). It is important that the City’s methodology to determine cost -based charges is
consistent with RCW 35.92.025 and applicable case law.
RCW 35.92.025: “Cities and towns are authorized to charge property owners seeking to connect to the
water or sewerage system of the city or town as a condition to granting the right to so connect, in
addition to the cost of such connection, such reasonable connection charge as the legislative body of the
city or town shall determine proper in order that such property owners shall bear their equitable share of
the cost of such system.”
RCW 35.92.025 is silent regarding specific methodology to be used in the charge calculation.
However, language contained in the Special District RCW 57.08.005 (11) does provide some
guidance regarding specific methodology. While this guidance does not legally apply to municipal
stormwater utilities, there are elements that help inform the methodology used for stormwater capital
facilities charges. Additionally, under RCW 35.67.010, the “system of sewerage” is defined to
include stormwater facilities.

IV.A.2.

Methodology

Exhibit 6 shows the recommended approach for the capital facilities charge calculation. Under this
methodology, all capital costs (existing assets and future projects net of provision for retirement) are
divided by estimated system capacity. This calculation is like a simple buy -in charge (which consists
of existing costs divided by existing customers), except that it is projected into a future year after the
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planned capital projects are completed. The resulting capital facilities charge is generally stable over
time. The main policy emphasis here is on intergenerational equity – there is no cost advantage for
either existing or new customers.
Exhibit 6:

Capital Facilities Charge Calculation Methodology

The capital costs used in the capital facilities charge calculation can be separated into two major
categories:
⚫

Existing system cost: These costs represent the net investment in assets that currently provide
service to customers (and that presumably have some amount of capacity to serve growth).

⚫

Future project costs: These costs refer to capital projects that the utility plans to undertake within
a period of time specified in the system planning documents. A provision for capital retirement –
a calculation to account for the original value of the assets any new capit al projects are repairing
or replacing – is deducted from total future project costs.

The estimated system capacity is measured in equivalent residential units (ERUs) for the Mountlake
Terrace stormwater utility. One ERU is equal to 2,282 impervious square feet or one residential unit.

IV.B.

EXISTING SYSTEM COST

The existing cost portion of the calculation is intended to recognize the current ratepayers’ net
investment in the original cost of system assets. The main provisions of the calculation include the
following elements:
⚫

Utility Capital Assets: The existing cost basis is comprised of the original cost of plant-inservice, as documented in the fixed asset schedule of the stormwater utility.
»

⚫

The City’s records as of the end of 2018 identify $13.4 million in stormwater-related assets;
there was no construction in progress as of the end of 2018 to add to this total.

Less: Contributed Capital: Assets funded by developers, grants, or from any agency other than
the City of Mountlake Terrace are excluded from the cost basis on the premise that the capital
facilities charge should only recover costs actually incurred by City ratepayers.
»

The City’s fixed asset records identified $198,000 of capital contributions.

⚫

Less: Regional Stormwater Facilities: The City has $1.5 million of regional stormwater facilities,
the cost of which has been or will be shared by developers or other affected properties by prior
agreement, as outlined in Mountlake Terrace Municipal Code 16.20.120. For that reason, to avoid
double-collecting the investment, the costs are excluded from the citywide capital facilities
charge.

⚫

Plus: Interest on Utility-Funded Assets: The RCW and subsequent legal interpretations provide
such charges can include interest on an asset at the rate applicable at the time of construction.
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Interest can accumulate for a maximum of ten years from the date of construction for any
particular asset. Conceptually, this interest provision attempts to account for the opportunity
costs that the City’s customers incurred by supporting investments in infrastructure rather than
having it available for other needs.
»

Accumulated interest adds approximately $2.3 million to the existing cost basis.

Less: Net Debt Principal Outstanding: Another adjustment to the existing system cost basis is to
deduct the net liability of outstanding utility debt, recognizing that new customers will bear a
proportionate share of annual debt service through ongoing utility rates. Outstanding debt
represents assets that have been placed into service but that today’s ratepayers have not yet paid
for. However, cash reserves represent money that today’s ratepayers have paid for, and that cash
could be substituted for indebtedness if needed. So in calculating the amount that should be
subtracted from the capital facilities charge cost basis, we first deduct cash reserves from
outstanding debt. If the amount of cash reserves is greater than the amount of outstanding debt,
the deduction for net debt principal outstanding is zero — it cannot be positive.
»

The City’s stormwater utility has three outstanding loans as of 2019, representing $6.4
million in outstanding debt principal at the beginning of 2019. The City’s cash reserves
reduce this amount by $1.9 million, resulting in a reduction to the existing cost basis of $4.5
million.

Exhibit 7 shows the sum of these elements, which form the existing cost basis of $9.4 million.
Exhibit 7:

Existing Cost Basis

Existing Cost Basis
Utility Capital Assets
less: Contributed Capital
less: Regional Stormwater Facilities
plus: Interest on Non-Contributed Plant
less: Net Debt Principal Outstanding
TOTAL EXISTING COST BASIS

IV.C.

$

$

13,358,883
(197,857)
(1,483,069)
2,295,373
(4,543,515)
9,429,815

FUTURE PROJECT COSTS

The future cost basis is intended to recognize the ratepayers’ net investment in the projects to be
completed in the future. The main element of the calculation includes the City’s adopted capital
improvement plan. One additional adjustment to these numbers is a provision for capital retirements,
which is also discussed below. Exhibit 9 summarizes these elements.
⚫

Capital Improvement Plan: A utility capital improvement program (CIP) includes projects that
address many needs, including system expansion, upgrades and the repair and replacement of
infrastructure. In some cases, a single CIP project can serve more than one of these purposes.
While the revenue requirement forecast focused on the study period of 2019-2024, the City’s
capital facilities charge can include all projects in the City’s adopted CIP, which covers years
2019 through 2038.
Exhibit 8 reflects the City’s adopted CIP, conservatively reduced to match the City Council’s
adopted funded plan (LOS 2). In other words, LOS 2 does not fund the full CIP identified in the
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City’s Comprehensive Stormwater Plan, and so the future cost basis is adjusted downwards
accordingly.
»

The City’s adjusted CIP totals $32.7 million (not adjusted for anticipated cost escalation).
Exhibit 8:

Project Cost Summary (2019 $)

Project Cost
(2019 $)
Hall Creek Restoration in Ballinger Park
$
113,000
Stormwater Pipe Under Police Station
250,000
236th St. Main St. improvements
200,000
Ballinger Park/Hall Creek Corps Project
1,271,000
SCADA Upgrade
40,000
Survey for Construction
200,000
Hall Creek Flooding Model
100,000
Taylor Pond Rehabilitation
295,000
236th St. Stormwater Upgrades
1,000,000
Cedar Way Dam Pond Maintenance Upgrade
470,000
Hall Creek Flood Abatement
500,000
Spot Repair Program
3,010,000
Overlay storm Upgrades
2,005,000
Aging Infrastructure Replacement Program
22,950,000
New Pickup Truck
40,000
CCTV Van and Equipment for Stormwater
250,000

Description

TOTAL CAPITAL PROJECTS

⚫

$ 32,694,000

Less: Provision for Capital Retirement: Many capital projects are replacing existing assets. To
avoid including the value of these projects twice – in the existing assets and the capital plan – a
provision for capital retirement is used on projects that are deemed to be repair and replacement.
The City’s staff helped determine which projects, or portions of projects, are R&R versus an
upgrade or expansion of the system.
The provision for capital retirement determines the approximate original cost of the asset the
repair & replacement project is replacing, using the useful life of the new project and the historic
Engineering News-Record Construction Cost Index. The sum of the provision for capital
retirement calculations are then removed from the future capital project total.
For example, if a retention pond expected to last 50 years is being installed in 2020 (and
replacing an existing pond), the provision for retirement estimates how much that asset might
have cost in 1970 and removes that portion of the project cost from the calculation.
»

⚫

This adjustment for the City’s stormwater utility is approximately $5.7 million.

Less: Assumed Grant Funding: Projects or portions of projects assumed to be funded by grants
may be excluded from the charge calculation.
»

No projects included in the CIP are projected to be developer or grant-funded.
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Exhibit 9:

Future Cost Basis

Future Cost Basis
CAPITAL IMPROVEMENT PLAN (2019-2038)
Total Projects
less: Provision for Repair & Replacement
less: Developer Contributions/Grants
TOTAL FUTURE COST BASIS

IV.D.

$

$

32,694,000
(5,711,305)
26,982,695

SYSTEM CAPACITY

A key objective in defining the customer base is to determine the number of equivalent residential
units (ERUs) the system can support at build-out. Based on discussions with City staff, the existing
assets in the system plus the 2019-2038 CIP could help support and serve system build-out.
⚫

11,607 Existing ERUs.
»

⚫

⚫

FCS GROUP estimated that there are currently 11,607 ERUs in the stormwater system, based
on customer billing data available at the time of the analysis. This total includes 5,265
developed single-family parcels and 6,342 non-single family ERUs. Non-single family ERUs
are estimated based on dividing the impervious area by 2,282 impervious square feet because
one ERU is 2,282 impervious square feet.

519 Future ERUs.
»

It is estimated that upon build-out, the City will add 519 ERUs.

»

The primary source of new impervious area in the City will be associated with the Town
Center development. City staff estimated that this development would cover 68 acres, of
which approximately 40% is already developed. This equates to approximately 27.2 acres.

»

At buildout, the City estimated that 80% of the Town Center area would be impervious,
which would equate to 54.4 total impervious acres. After deducting the 27.2 acres that are
already developed, the Town Center is estimated to add 27.2 new impervious acres. This
equates to 1.2 million impervious square feet which results in 519 ERUs.

Resulting system capacity is estimated to be 12,126 ERUs.
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Exhibit 10:

Estimated System Capacity in ERUs

Customer Base
Existing ERUs
Single Family Residential ERUS

5,265

Non-Single Family Impervious Sq. Ft.
Sq Ft per ERU
Non-Single Family ERUs

14,471,462
2,282
6,342

Total Existing ERUs

11,607

Future ERUs
Town Center Plan Buildable Acreage
Percent Currently Impervious
Percent Projected Impervious

68
40%
80%

New Impervious Acreage at Build Out
Sq Ft per Acre
Buildable Sq Ft
Sq Ft per ERU

27
43,560
1,184,832
2,282

Estimated New ERUs at Build-Out

519

TOTAL CUSTOMER BASE

IV.E.

12,126

CAPITAL FACILITIES CHARGE CALCULATION

The following exhibit shows the summary calculation for the stormwater utility’s capital facilities
charge. The total cost basis of $36.4 million is divided by 12,126 equivalent residential units (ERUs),
which results in a capital facilities charge of $3,003 per ERU:
⚫

Single-family residential parcels: $3,003 per parcel upon development; and

⚫

Other developed parcels: $3,003 per 2,282 impervious square feet upon development.
Exhibit 11:

Stormwater Utility Capital Facilities Charge Calculation

Resulting Charge
Charge Components
Component for Existing Assets
Component for Future Assets

$
$
$

Cost Basis
9,429,815
26,982,695
36,412,511

TOTAL CFC PER ERU
Existing CFC
Increase ($) - Calculated Above Existing CFC

ERUs
12,126
12,126

CFC
$778
$2,225
$3,003
$3,003
$245
$2,758

The calculated charge is an increase of $2,758 over the existing charge of $245 per ERU.
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Section V. SUMMARY
Service Charges
Rate increases are needed to operate, maintain and expand the existing stormwater utility. FCS
GROUP recommended the following increases: 95.0% in 2020, 10.0% in 2021 and 2022, and 3.5%
thereafter. City Council adopted these rate increases on November 4, 2019, as shown in Exhibit 12.
Exhibit 12:

Adopted Stormwater Service Charges (Ordinance 2759)

Capital Facilities Charges
In addition to the annual rate adjustment, FCS GROUP recommended an updated capital facilities
charge of $3,003 per equivalent residential unit, which is an increase of $2,758 over the existing
stormwater capital facilities charge of $245. City Council adopted these rate increases on November
4, 2019, as shown in Exhibit 13. The full text of Ordinance 2759 is included in Appendix C.
Exhibit 13:

Adopted Stormwater Capital Facilities Charge (Ordinance 2759)

UPDATING THIS STUDY’S FINDINGS
It is recommended that the City revisit the study findings during the forecast period to check that the
assumptions used are still appropriate and that no significant changes have occurred that would alter
the results of the study. The City should use the study findings as a living document, routinely
comparing the study outcomes to actual revenues and expenses. Any significant or unexpected
changes will require adjustments to the rate strategy proposed in this report.
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Summary of Stormwater Fund

2019

Annual Rate Increase
Single Family Monthly Fee
Debt Service Coverage
Beginning Fund Balance Summary
Less: Reserved for Debt

2020

2021

2022

2023

2024

95.00%
$22.33
2.56

10.00%
$24.56
2.78

10.00%
$27.02
2.15

3.50%
$27.96
2.23

3.50%
$28.94
2.15

2019

2020

2021

2022

2023

2024

671,149 $

26,936 $

314,318 $

372,595 $

384,511 $

$11.45
0.29
$ 1,879,478
$ (598,329)

Leftover for Operating / Capital
Less: Amount needed for Operating

$ 1,281,149
$ (671,149)

Leftover for Capital

$

Operating Activity

610,000

Beginning Fund Balance

$

Revenues
Existing Rate Revenues
DOE Grant + Fund Earnings
Rate Revenues from Rate Increases

$ 1,827,043 $ 1,831,611 $ 1,836,190 $ 1,840,780 $ 1,845,382 $ 1,849,996
39,042
36,253
24,563
34,855
26,569
36,648
1,740,030
2,102,438
2,502,541
2,661,194
2,825,971

Total Revenues
Expenditures
Operating Costs
Additional Taxes from Rate Increases
Additional Staff for NPDES Compliance
Existing Debt Service
New Debt Service
Rate Funded Capital
Total Expenses

400,310

$ 1,866,085 $ 3,607,894 $ 3,963,191 $ 4,378,176 $ 4,533,145 $ 4,712,615

$ 1,914,252 $ 1,988,454 $ 2,132,330 $ 2,164,264 $ 2,217,989 $ 2,273,802
200,103
241,780
287,792
306,037
324,987
107,000
151,531
157,365
162,952
168,737
596,047
595,315
593,947
594,097
595,189
594,866
331,006
331,006
411,740
429,639
785,326
831,735
904,173
926,508
$ 2,510,299 $ 3,320,512 $ 3,904,914 $ 4,366,259 $ 4,517,347 $ 4,700,639

Revenues Less Expenditures

$

(644,213) $

287,382 $

58,277 $

11,917 $

15,799 $

11,976

Ending Fund Balance

$

26,936 $

314,318 $

372,595 $

384,511 $

400,310 $

412,286

15.0%
1.4%

15.0%
15.0%

15.0%
15.0%

15.0%
15.0%

15.0%
15.0%

15.0%
15.0%

2019

2020

2021

2022

2023

2024

$

610,000 $

26,150 $

312,995 $

$

- $
30,000
9,150

429,639 $
30,000
262

785,326 $
831,735 $
30,000
30,000
4,100,000
1,565
2,325

904,173 $ 926,508
30,000
30,000
1,000,000
8,217
1,304

$

39,150 $

459,901 $

816,891 $ 4,964,060 $

942,391 $ 1,957,812

$

113,000 $
250,000
200,000
40,000
20,000
-

- $
21,632
54,080
54,080
43,264
-

- $
- $
130,484
1,351,187
22,497
23,397
584,929
56,243
116,986
118,111
129,854
337,459
1,286,844
292,465

- $
24,333
25,306
126,532
358,913
608,326
571,827
133,832
151,838
141,132
154,369
486,661
1,518,383
-

$

623,000 $

173,056 $

664,795 $ 3,785,662 $ 2,325,024 $ 1,976,428

Revenues Less Expenditures

$

(583,850) $

286,845 $

152,096 $ 1,178,398 $ (1,382,633) $

(18,616)

Ending Fund Balance

$

26,150 $

312,995 $

465,091 $ 1,643,489 $

260,855 $

242,239

250,000

250,000

250,000

250,000

627,313 $

837,686 $ 2,028,000 $

661,165 $

654,526

Minimum Target (% of Annual O&M)
Actual Achievement

Capital Activity
Beginning Fund Balance
Revenues
Rate Funded Capital
Capital Improvement Fees
Revenue Bonds: Net Proceeds
Interest Earnings
Total Revenues
Capital Project Expenditures
Ballinger Park/Hall Creek Corps feasibility study
Replacement of deep stormwater pipe under police station
236th St Main St. improvements
Ballinger Park/Hall Creek Corps project
SCADA upgrade
Survey for Construction
Flood abatement hydrologic model
Replace 66th Ave. W. pipe
Taylor Pond rehabilitation
236th St. stormwater upgrades
Cedar Way Dam Rehabilitation - Phase 2
Hall Creek flood abatement
Spot Repair Program
Overlay storm upgrades
Aging Infrastructure Replacement Program
New Pickup Truck
CCTV Van and equipment for Stormwater
Total Capital Project Expenditures

Minimum Goal (max of $250k or 1% assets)

Ending Operating & Capital Fund Balance

250,000

$

53,086 $

465,091 $ 1,643,489 $

250,000

260,855
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Levels of Service

Level of Service 1
Addresses Shortfall
2019
$11.45

2020
55.0%
$17.75

2021
3.5%
$18.37

$11.45

2020
95.0%
$22.33

2021
10.0%
$24.56

O&M / Other

NPDES Compliance

No funding for:
• Ballinger Park/Hall Creek restoration
• Main St. storm upgrades
• 2020 Capital
Minimal funding for capital 2021-2024

• Reactive emergency
maintenance
• Meet minimum utility debt
service coverage and
reserve levels

• Increased risk of not
meeting Ecology
requirements in 2019-2024
permit

2020-2024
• $8.9 M funded 2020-2024
• 5 large capital projects funded
• Defer replacing aging assets until 2022
2020-2028
• $16.8 M total ($8.8 M in new debt)
• Elective = $2.3 M (Ballinger Park & 236th Improvement)
• Required Maintenance = $14.5 M

• System maintenance at
recommended frequencies
• Find, fix failing storm pipes
• Increase in-house capacity,
do more work at lower cost

Continue:
• Public education / outreach
• Stormwater-friendly city
O&M
• Construction pollution
prevention
• Spill prevention & cleanup
• Public/private system
inspection

2022
3.5%
$19.01

Level of Service 2
Phased Capital Plan

2019

Capital

2022
10.0%
$27.02

Reduced form of adopted CIP

Level of Service 3
Original Capital Plan
2019
$11.45

2020
120.0%
$25.19

2021
15.0%
$28.97

2022
15.0%
$33.31

2020-2024
• $11.8 M total ($5.5 M debt)
• 6 large capital projects funded
• Sizeable investment in replacing aging assets
2020-2028
• $23.3 M total ($7.25 M debt)

Start:
• Watershed planning
• Source control of pollutants
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City of Mountlake Terrace
Issue Paper #1

STORMWATER UTILITY –
RATE STRUCTURE EVALUATION
UTILITY BACKGROUND
The City of Mountlake Terrace (the City) was one of the first cities in the Puget Sound region to
incorporate stormwater activities as part of a combined utility in the 1960s. Since then, the
stormwater division has worked to protect water quality, enhance habitat, control flooding, and
comply with state and federal requirements. Activities include managing the stormwater
comprehensive facility maintenance plan, public education and outreach, site inspection to ensure
proper maintenance of stormwater facilities, identification and control of pollutant discharges to the
stormwater system, and spill cleanup response.

ISSUE PAPER GOAL
To fund the operating and capital costs associated with the stormwater management activities
mentioned above, the City charges developed property within the City limits. The City has requested
an evaluation to determine whether the current rate structure is optimal, given the following: general
rate making policy objectives; industry best practices such as rate equity, transparency and ease of
communication with utility customers; and other key criteria such as data availability and
administrative feasibility.

LEGAL CONSIDERATIONS
An evaluation of an existing or alternative rate structure should be discussed in the context of what is
legally provided for in the Revised Code of Washington (RCW), applicable case law, and industry
best practice:
⚫

A rate may be found legally valid if the services that it funds generally serve/benefit those who
pay it.

⚫

A property-specific link between fees paid and level of service received is generally not required.

⚫

Case law in Washington, notably Teter v. Clark County, has supported the stance that an i ndirect
linkage is adequate justification for a rate.

Impervious surface area is a generally accepted measure of runoff contribution, providing the basis
for rates in most stormwater utilities. In addition, the functional nexus among impervious surface
area, runoff contribution, increased flooding and water quality degradation, and damage to habitat is
strong and supportable. The following selection from Stormwater Strategies: Community Responses
to Runoff Pollution (Lehner, 1999) describes this nexus clearly:
“The problem of polluted stormwater runoff has two main components: the increased volume and
rate of runoff from impervious surfaces and the concentration of pollutants in the runoff. Both
components are highly related to development in urban and urbanizing areas. When impervious
Firm Headquarters
Redmond Town Center
7525 166th Ave NE, Ste D-215
Redmond, Washington 98052

Locations
Washington | 425.867.1802
Oregon | 503.841.6543

page 1

May 2019
City of Mountlake Terrace
Stormwater Management Utility – Rate Structure Evaluation

FCS GROUP Issue Paper

cover (roads, highways, parking lots, and rooftops) reaches 10 and 20 percent of the area of a
watershed, ecological stress becomes clearly apparent. Everyday activities, including driving
and maintaining vehicles, maintaining lawns and parks, disposing of waste, and even walking
pets, often cover these impervious surfaces with a coating of various harmful materials.
Construction sites, power plants, failed septic systems, illegal discharges, and improper sewer
connections also contribute substantial amounts of pollutants to runoff. Sediments, toxic metal
particles, pesticides and fertilizers, oil and grease, pathogens, excess nutrients, and trash are
common stormwater pollutants. Many of these constituents end up on roads and parkin g lots
during dry weather only to be washed into waterbodies when it rains or when snow melts.
Together, these pollutants and the increased velocity and volume of runoff cause dramatic
changes in hydrology and water quality that result in a variety of problems. These include
increased flooding, stream channel degradation, habitat loss, changes in water temperature,
contamination of water resources, and increased erosion and sedimentation. These changes
affect ecosystem functions, biological diversity, public health, recreation, economic activity, and
general community well-being. Urban stormwater is not alone in causing these impacts.
Industrial and agricultural runoff are equal or greater contributors. But the environmental,
aesthetic, and public health impacts of diffuse pollution will not be eliminated until urban
stormwater pollution is controlled.”
Source: Peter H. Lehner, George P. Aponte Clarke, Diane M. Cameron, and Andrew G. Frank,
Stormwater Strategies Community Responses to Runoff Pollution (Natural Resources Defense
Council, May 1999), xi.
Supporting scientific research shows that in addition to increasing the mobility of deposited
pollutants, impervious surfaces greatly increase peak flows to streams while decreasing base flows.
Higher peak flows cause flooding and erosion, increasing sediment deposition and damage to aquatic
habitats.

EXISTING RATE STRUCTURE
The City’s existing bimonthly service charges are based on the relative contribution of increased
stormwater runoff from a given parcel to the stormwater system. Exhibit 1 documents the City’s
existing bimonthly service charge schedule, as defined in Section 13.05.350 of the Mountlake
Terrace Municipal Code (MTMC) and summarized in the bulleted list below:
⚫

All Single-Family Residential accounts are considered equal to one equivalent residential unit
(ERU) for billing purposes and are charged $22.90 every two months. The City does not have a
formalized policy on how to apply stormwater rates to duplexes, charging some as two singlefamily residential units and others under the ‘all other customers’ methodology discussed below.
For reference, the City’s water and sewer utilities do not group duplexes in with the single-family
residential customers according to the MTMC.

⚫

For All Other Customers, each account is billed on the basis of billable ERUs. Total ERUs per
parcel are multiplied by the property’s contribution factor to arrive at billable ERUs; each
billable ERU is charged $22.90 every two months.


Total ERUs = Impervious area of lot ÷ 2,282 square feet (the ERU equivalent)
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The contribution factor is based on the percentage imperviousness of the property, as shown
in Exhibit 1. Contribution factors range from 0.0 to 2.0 times.



Billable ERUs = Total ERUs multiplied by the contribution factor



Bimonthly bill = Billable ERUs multiplied by the ERU bimonthly rate.

The Minimum Service charge in any class shall be $10.00 per ERU, every two months.
Exhibit 1.

Currently Adopted 2019 Bimonthly Service Charge Schedule (Chapter 13.05)

City of Mountlake Terrace
Bimonthly Stormwater Service Charges

Contribution
Factor

Rate per ERU

n/a

$22.90

0% (Undeveloped)

0.0

$0.00

1% to 20%

0.5

$11.45

21% to 40%

1.0

$22.90

41% to 70%

1.5

$34.35

Over 70%

2.0

$45.80

Single-Family Residential (Per parcel)
All Other Customers (By % Impervious Area)

Minimum Charge

$10.00

EVALUATION OF EXISTING RATE STRUCTURE
While the City’s rate structure does incorporate impervious surface area, which is recommended in
the Legal Considerations section of this issue paper, there are potential drawbacks to the existing rate
structure that are discussed in the following sections.
Equity Issues at Edges of Non-Single Family Residential Contribution Tiers

One could argue that parcels with increasing amounts of impervious area negatively impact a
stormwater drainage system in at least two ways:
1. By adding impervious area; and
2. By creating parcels that have a higher percentage impervious coverage, thereby reducing the
amount of pervious area which can serve to infiltrate water. In other words, 2,000 impervious
square feet on a 5,000 square foot lot may have a greater impact on the public system than
2,000 impervious square feet on a 20,000 square foot lot.
However, quantifying that second point may be difficult. Additionally, if non -residential parcels are
directly connected to the drainage system using gutters, ditches, and or pipes, th is “density
argument” is mostly negated.
If one impervious square foot were charged the same, no matter the gross parcel size, the City’s rate
structure may be creating potential inequities among customers at the extreme ends of each
contribution tier. For example, consider a hypothetical group of non-residential, 1 ERU parcels, with
varying amounts of total gross square feet, as shown in Exhibit 2.
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Example 1:
⚫

A 5,705 square foot lot with 2,282 impervious square feet is 40% impervious, leading to a
bimonthly charge of $22.90.

⚫

A 5,565 square foot lot with 2,282 impervious square feet is 41% impervious, leading to a 1.5
contribution factor and a bimonthly charge of $34.35.


The second lot is 140 square feet smaller with no difference in impervious area, but the
bimonthly charge increases by 50%.

Example 2:
⚫

A 3,260 square foot lot with 2,282 impervious square feet is 70% impervious, leading to a 1.5
contribution factor and a bimonthly charge of $34.35.

⚫

A 5,565 square foot lot with 2,282 impervious square feet is 41% impervious, leading to a 1.5
contribution factor and a bimonthly charge of $34.35.


The second parcel is 2,305 square feet larger with no difference in impervious area, but the
bimonthly charge is the same.
Exhibit 2.

Inequities for Parcels at Edge of Contribution Tiers (2019 Rates)

Impervious
Area

Total Parcel
Area

Percentage
Impervious

Contribution
Factor

Billable
ERUs

Rate per
Billable ERU

1.0

2,282 sq ft

5,705 sq ft

40%

1.0

1.0

$22.90

1.0

2,282 sq ft

5,565 sq ft

41%

1.5

1.5

$34.35

1.0

2,282 sq ft

3,260 sq ft

70%

1.5

1.5

$34.35

1.0

2,282 sq ft

5,565 sq ft

41%

1.5

1.5

$34.35

ERUs

% Increase
in Rate

Example 1:

50%

Example 2:

0%

Minimum Bimonthly Charge

The existing rate structure sets the minimum bimonthly charge at $10 per ERU, which is less than the
single-family charge of $22.90. Most jurisdictions set a minimum charge equal to the single -family
charge – 1 ERU. Changing the minimum charge policy to align with the single-family rate would
increase the charge to those very lightly developed properties (if any are currently being charged the
minimum) and may slightly increase annual revenue.
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Charging Duplexes

The existing rate structure does not include a formalized policy for how duplexes are charged. It is
our understanding that some duplexes are currently being charged as two single-family units (2
ERUs), while others are being charged as non-single family, based on impervious area and a
contribution factor. This could lead to two identical properties being charged differently.
⚫

For example, if there is a quarter-acre duplex parcel where each unit has 1,500 impervious square
feet, the total bimonthly charge based on SFR units would be $45.80 (2 ERUs X $22.90).

⚫

However, if the identical property across the street is charged as a non-SFR parcel, they would
pay only $30.00 (1.31 ERUs x 1.0 contribution factor x $22.90).

RATE STRUCTURE ALTERNATIVES
There are several potential rate structure alternatives that could be considered for a stormwater
utility, several of which are evaluated below. When evaluating a rate structure, it is important to
balance equity and administrative feasibility.
Based on our experience, the most common structures utilized by stormwater utilities are Options 1
and 2. Mountlake Terrace’s existing rate structure is a hybrid of Options 1 and 2. We recommend
that the City consider evaluating and possibly implementing Option 1, to address the inequities
mentioned above and simplify administration of the rate.
Option 1: Equivalent Service Unit (ESU) Based on Impervious Surface Area
(Recommended for Consideration)

The most common approach in the industry is to charge customers based on impervious surface area,
resulting in a rate expressed as a dollar amount per ESU. The City’s existing rate structure calls these
ERUs, but to clearly differentiate between the rate structure options, Option 1 will refer to these
equivalents as ESUs.
An ESU typically represents the average impervious area for a single-family parcel within the service
area (currently defined as 2,282 impervious square feet per the City code). Impervious area is a hardsurface area that prevents or impedes the permeation of water into the ground. Impervious surface
area is widely accepted as an appropriate measure of a property’s contribution of runoff, providing a
rational nexus to service received from a surface water management program.
Single-Family Residential
Because tracking parcel-specific measurements of impervious area for single-family customers would
add considerable administrative effort and complexity to the rate structure, common practice is to
impose a uniform rate on single-family residences assigning each a single ESU. Though a uniform
approach may overcharge smaller residences and undercharge larger residences, it is widely
considered to be an acceptable compromise between equity and practicality.
Some jurisdictions have considered or adopted a tiered approach for single-family parcels. For
example, a tiered single-family charge structure could group single-family residences into “Small”,
“Medium”, “Large” and or “Measured” impervious footprints.
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All Other Customers
Given the diversity that exists among non-single family residential properties, it is common to charge
these customers based on actual measured impervious surface area, which is expressed as a certain
number of ESUs. For example, if one ESU is equal to 3,000 impervious square feet, a non-residential
parcel with 9,000 impervious square feet would be assigned three ESUs.
The City’s current structure modifies Option 1 by applying contribution factors to total ERUs.
Option 2: Density of Development

An alternative measurement of runoff contribution involves applying “density factors” to gross
parcel size, adjusting charges depending on the percentage of the parcel covered by hard surface.
This is the second most common rate structure that we have seen in the region.
This approach can acknowledge that, for example, 3,000 square feet of impervious area on a 5,000
square foot lot may more directly impact the public system than an equivalent impervious area on a
one-acre lot. As with the approach based strictly on impervious surface area, this approach is a
defensible charge basis because it attempts to quantify the relationship between the rate paid and the
level of service received.
Option 3: Runoff Coefficients

This approach is like the “density of development” approach in that it can be used to adjust a parcel’s
charge based on its runoff characteristics; however, it is more closely associated with a parcel’s
physical properties. When applied to lot size, runoff coefficients are generally accepted as a measure
of runoff contribution (and service received). Implementing this approach requires information
relating to the basic characteristics of land (e.g., slope and soil type), land use, and lot size.
Depending on slope variables and soil characteristics, undeveloped parcels may also be subject to
charges under this approach.
Option 4: Land Use

Alternatively, runoff characteristics can be linked to types of land use. For example, empirical
analysis may find that industrial land use has a more significant contribution to water quality
problems from surface water runoff than undeveloped land (justifying a proportionately higher
industrial rate to equitably recover program costs).
Option 5: Trip Generation

While most rate structure options focus on runoff contribution, a structure based on trip generation
relates automobile traffic to non-point-source pollution contributed by properties. The Institute of
Transportation Engineers’ Trip Generation Manual assigns a number of daily trips to specific
categories of land use – this information could be used to recover the costs of water quality activities
within the surface water management program. Customer land uses and floor area would also be
required in order to calculate equitable rates.
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EVALUATION OF ALTERNATIVE RATE STRUCTURES
Exhibit 3 summarizes the various rate alternatives covered in this issue paper.
Exhibit 3.

Evaluation of Potential Rate Structure Alternatives (Option 1 Recommended)

Equity

Administrative
Feasibility &
Simplicity

City’s Existing Rate Structure (ERU)

🌓

🌓

(1) Impervious Surface Area (ESU)

🌑

🌑

(2) Density of Development

🌓

🌓

(3) Runoff Coefficients

🌓

🌕

(4) Land Use

🌕

🌕

(5) Trip Generation

🌓

🌕

Rate Structure

Legend:
🌑 = More equitable or easier to administer
🌓 = Middle option
🌕 = Least equitable or more difficult to administer

While the City’s current blend of Options 1 and 2 is likely to be a defensible option going forward, it
is still worthwhile to consider alternatives that might address some of the inequities discussed in this
paper.
The City could simplify the existing fee structure by administering charges based on actual,
measured impervious surface area (Option 1), without taking the second step and applying the
density-based runoff coefficients. To minimize administrative and data collection costs, it is
recommended that the City continue to charge a uniform ESU rate for single-family residential
customers if the City chooses to pursue this structure.
While the density of development structure (Option 2) is generally supported and accepted, Option 1
is a more-equitable approach because it eliminates some of the inequities related to the contribution
factor as previously discussed.
The runoff coefficient (Option 3) approach based on slope variables and soil characteristics would
require a relatively extensive data collection effort on the part of the City. It is also less defensible as
a fee basis because it incorporates physical land characteristics over which the customer has minimal
control. While administratively simple compared to an impervious-area approach, an approach based
on land use (Option 4) is typically used only when property-specific data is unavailable.
Trip generation (Option 5), while a supportable means of recovering costs related to water quality,
provides little if any advantage over impervious surface area at greater administrative effort and
associated cost. A trip generation rate structure should be reserved for communities that primarily
deal with water quality issues (more so than water quantity issues).
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SUMMARY & RECOMMENDATIONS
An ideal fee basis creates a standard of charging that quantifies how the amount of impervious
surface area impacts the environment through flooding, changes in water quality, and habitat
degradation. Therefore, the fee structure basis should proportionately charge customers their share of
the system’s cost burden and provide an equitable, defensible means of cost recovery.
We recommend that the City consider Option 1. While both the City’s existing rate structure and
Option 1 incorporate impervious surface area, it is our opinion that Option 1 eliminates some of the
complexity of the City’s existing structure, while also removing some of the inequities that are
present for non-single family parcels that are on the edge of a contribution factor tier (e.g. 39%
impervious versus 41% impervious).
The rate for Option 1 would be calculated as a dollar amount per ESU. This rate structure would
improve the equity of the City’s rate structure, and the data for non-single family parcels is already
available to develop this alternative. The City may want to consider re-evaluating the ESU value at
some point in the future; this could be done by measuring a small sample of single-family parcels
within the service area.
⚫

Single-Family Parcels


⚫

⚫

⚫

These parcels would still have a uniform, fixed bimonthly charge.

All Other Parcels


The charge basis for all other developed parcels (non-single family) would be based on actual
measured impervious surface area, expressed as a number of ESUs. The City already has
impervious surface area for non-single family parcels within the City limits.



The City should formalize a policy to group duplexes within this ‘all other’ rate class to be
consistent with the City’s water and sewer utilities.



The minimum charge per parcel is recommended to be equal to the unit rate per ESU.

Undeveloped Parcels


Undeveloped parcels would be exempt from the service charge because they do not have
impervious area.



If the parcel is vacant but developed, that parcel should be charged (to the property owner).

Qualifying Low Income Senior and Disabled Citizens Discount


The level of this discount is a policy decision for the City and that policy should be equal
across the City’s utilities. We recommend that the City continue to offer a 30% discount to
remain consistent with current City policy. More on this topic is discussed in Issue Paper #2.

An example application of this approach is shown in Exhibit 4 below.
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ESU Approach Example
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STORMWATER UTILITY –
RATE CREDITS & ADJUSTMENTS
ISSUE
This paper discusses when it may be reasonable (or required) to provide rate credits for stormwater
utility customers who mitigate their stormwater impacts – and the rational basis for such credits.

EXISTING RATE CREDITS & DISCOUNTS
The City currently provides for two types of rate reductions for non-single family properties, as
outlined in Mountlake Terrace Municipal Code (MTMC) under Section 13.05.360 Rate adjustments
and appeal. The City also provides for one type of discount for qualifying single-family residential
customers, as outlined in MTMC Section 13.05.375 Discount for low income senior and disabled
citizens. Relevant portions of the corresponding MTMC are provided below.
25% Reduction for Non-Single Family Detention & Stormwater Quality Systems

Non-single family properties with private detention and storm water quality systems would be
eligible for a 25 percent reduction in the total stormwater service charge if they:
⚫

Are owned, operated and maintained by the property owner in accordance with the
ordinances of the City of Mountlake Terrace and the City of Mountlake Terrace stormwater
utility operation and maintenance standards; and

⚫

Meet the City design standards current at the time of the most recent development or
redevelopment of the parcel.

50% Reduction for Non-Single Family Detention & Stormwater Quality Systems

Non-single family properties with private detention and water quality systems would be eligible for a
50 percent reduction in the total stormwater service charge if they:
⚫

Are owned, operated and maintained by the property owner in accordance with the
ordinances of the City of Mountlake Terrace and the City of Mountlake Terrace stormwater
utility operation and maintenance standards; and

⚫

Meet the most current City design standards.

30% Discount for Qualifying Low Income Senior and Disabled Citizens

Mountlake Terrace property owners over the age of 62 living in a household with an aggregate
income equal to or less than 140 percent of the established federal poverty level as now or he reinafter
amended shall be eligible to qualify for a 30 percent discount on water, sewer and stormwater
charges. To qualify for the 30 percent discount, applicants must complete an application form
provided by the City and submit proof of income to the City Manager or designee.

Firm Headquarters
Redmond Town Center
7525 166th Ave NE, Ste D-215
Redmond, Washington 98052

Locations
Washington | 425.867.1802
Oregon | 503.841.6543
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RATE CREDIT METHODOLOGY
There are several elements to review when considering the implementation of a credit(s) program:
⚫

“Should the City offer rate credits?” If yes, “How much should the credit(s) be?”

⚫

“Should credits be offered to single-family residential parcels, or just other developed (nonsingle family) parcels?”

⚫

“Should credits be given for meeting current development requirements?” Or, “Should rate
credits only be given for exceeding current development requirements?”

⚫

“What activities could warrant a rate credit?”

Should the City offer Rate Credits?

When considering if, and how much to charge or credit different types of customers, it is important to
remember that a stormwater rate is a fee for service, not a tax. As such, the level of a customer’s
charge must somewhat relate to that customer’s proportionate share of the utility’s costs. Overly
“generous” credit policies which provide credits that are not cost-based have the potential to move a
utility away from the rational linkage between service delivered and the fee amount, so the utility
should bear in mind the financial ramifications, as well as the equity and legal defensibility of any
existing or proposed credits.
How Much Should the Credit(s) Be?

A stormwater utility’s service to its customers and the community can be analyzed in two functional
categories: controlling and reducing stormwater runoff (i.e., water quantity), and controlling and
managing pollutants (i.e., water quality). The broader questions to address i n establishing credits are
(1) whether a rate payer helps the utility reduce its costs, or to avoid additional costs, by providing
certain mitigation measures in these two functional areas, and (2) if yes, how much of a cost savings
is provided. Comparatively, properties with on-site mitigation have a reduced effect on the public
system compared to similar properties lacking this mitigation. Therefore, it might be argued that to
the extent that such facilities reduce costs to the stormwater utility, they may warrant a rate credit. In
contrast, granting rate credits for on-site activities that do not reduce utility costs simply reduces the
amount of resources available for basic services to the remainder of the customer base.
Should Credits be Offered to Single-Family Parcels, or Just Non-Single Family Parcels?

Stormwater utilities often exclude single-family residential customers from a credit program (if
credits are offered at all) due to the administrative burden needed to maintain such a system and the
minimal relative benefit to customers. The City currently does not offer water-quality or waterquantity related credits to single-family residential parcels.
Should Credits be Given for Simply Meeting Current Development Requirements?

Rate credits may be structured to reward customers who provide mitigation that meets or exceeds
current development standards, while offering lesser or no credits for mitigation that does not meet or
exceed current development standards.
It could be argued that the cost of meeting current City standards and constructing on-site mitigation
should be considered a cost of developing within the service area, with no offsetting credits or
assistance, since on-site mitigation only partially neutralizes the impact of developing the property in
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the first place. Considerations should address the costs associated with the tracking and enforcement
of these requirements.
What Activities Could Warrant a Rate Credit?

Once it has been determined if credits will be provided for, and if qualifying applicants must meet
and or exceed development standards, the next logical question is, “What activities could warrant a
rate credit?” We recommend that the City evaluate the overall amount of revenue forgone by offering
credits and compare that to the cumulative cost savings associated with the credit programs.
The only required stormwater utility rate credit provided for in Washington State statute (RCW
36.89.080) is “a minimum of ten percent for any new or remodeled commercial building that utili zes
a permissive rainwater harvesting system.” Rate credits for other on-site mitigation are not required
but are discussed in the following sections.

ACROSS THE INDUSTRY
A review of potential credit approaches reveals a number of alternatives used across the industry .
On-site Retention and / or Detention

Many jurisdictions allow credits for developments that provide qualifying on-site retention and or
detention facilities as a condition of development, often maintaining such facilities as well.
Low Impact Development, Green Building, and Rainwater Harvesting

Low impact development (LID) best management practices (BMPs), such as rainwater harvesting,
permeable pavement, bioretention swales and rain gardens could also be worthy of credits. Other LID
BMPs, such as vegetated roofs, may change the effective impervious area of a development or home
if properly maintained because they reduce and filter runoff.
Green building techniques include site planning to take greater advantage of natural site features,
achieving Leadership in Energy and Environmental Design (LEED) or Built Green certification,
planting drought-resistant native landscaping, amending soils with compost, reducing impervious
surface area, minimizing site disturbance during development, and previously noted LID features.
Implementing these techniques will result in increased natural resource conservation, lower home
operating costs, and better stewardship of the City's natural environment. Other than its LID aspects,
green building techniques are not strongly linked to a reduction in stormwater utility costs. Aspects
that could be directly related to smaller service requirements are the minimization of impervious
surface area and improved water quality.
A credit for LID would recognize the fact that effective impervious area can be smaller than the
impervious surface area that is measured from aerial photographs (due to roof rainwater collection
systems, permeable paving, vegetated roofs, etc.).
School Curriculum

Many jurisdictions also allow credits for school programs which provide activities which directly
benefit the stormwater utility. These activities are typically contingent on appropriate curriculum and
education programs, which are services that the stormwater utility would otherwise need to provide,
if not for the school programs, as required by the National Pollutant Discharge Elimination System
(NPDES) municipal stormwater permit.
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Dedicated Open Space

Developments may incorporate design techniques that concentrate residences or other buildings in a
compact area of the development site (lot clustering) and provide open space and natural areas
elsewhere, protected by an easement. Such techniques can reduce runoff and mitigate surface water
quality issues.
Open space developments have many benefits in comparison to the conventional subdivisions that
they replace: they can reduce impervious surface area, surface water pollutants, construction costs,
grading, and the loss of natural areas. In addition to the minimization of impervious surface area, the
preserved natural areas and tree canopy can significantly mitigate the surface water runoff created by
the buildings onsite. Therefore, although affected by the slope characteristics of the property, the
preserved portion of the site acts to reduce the effective impervious area of the development and
provides a meaningful benefit to the public system when runoff is adequately dispersed.
Rate Penalties

Rate penalties have been considered in other agencies to address private surface water management
facilities that are not being properly maintained to City standards. In those locations, it has been
concluded that simply offering a rate credit is not effective at encouraging a majority of customers to
comply with utility design and maintenance standards.
A basic rationale for a rate penalty may be that when a parcel does not maintain its on -site
infrastructure to a minimum standard, it can create additional inspection, maintenance, and or capital
costs that must be borne by the City. If no action is taken to correct deficient infrastructure, that
could create a higher risk of localized flooding or water contamination events, which can also create
additional costs.
To recover these additional costs from those non-compliant customers, the City may want to explore
developing a rationale to administer cost-based rate penalties to be applied after a material period of
noncompliance.

POLICY CHOICES
Rate Credit Framework

Table 1 summarizes the key policy items that City stakeholders should agree on, before revisiting
which activities should qualify for a rate credit.
Table 1.

General Rate Credit Policy Items for Discussion
Policy Items for Discussion

1

Should the City offer rate
credits?

Should rate credits be offered at all? (Other than the State
mandated credit for Commercial Rainwater Systems).

2

Should credits be offered to
single-family parcels?

In our experience, rate credits are rarely offered to singlefamily parcels due to the administrative burden. The exception
would be low-income, senior and or disabled citizen
exemptions or discounts.
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Policy Items for Discussion

3

How much should the rate
credit(s) be?

Maximum credit (typically expressed as a percentage) should
be analytically based, but be simple enough that it is feasible to
implement.

4

What level of achievement
qualifies for a rate credit?

Are credits offered for meeting regulations? Or only offered for
parcels that exceed regulations?

5

What activities could warrant
a rate credit?

In our experience, rate credits are typically related to one of the
following: onsite retention / detention; dedicated open spaces;
school curriculum / in-kind service; or occasionally LID.

Qualifying Activities within the Rate Credit Framework

Table 2 summarizes the activities within the service area that the City currently provides credits for.
The City should review and consider whether all of these credit programs align with current
stormwater utility goals and priorities.
Table 2.

Activities Currently Qualifying for a Rate Credit

#

Program

1

Discount for Low Income Senior
and Disabled Citizens

3

4

Currently Offered
by the City?

Yes

Amount of Current Credit by Program

30% discount.

25% Discount if standards in place at the time of
development are met or exceeded.

Onsite Retention / Detention
Facilities

Yes

Rainwater Harvesting System

Unknown

50% Discount if most current City design
standards are met or exceeded.
Minimum of 10% based on RCW 35.92.020.

RECOMMENDATIONS
Low Income Senior and Disabled Citizens Discount

We recommend the City continue providing a 30% discount to low income senior and disabled
citizens.
Rainwater Harvesting System Reduction

If the City does not currently offer this reduction, we recommend that the City implement this policy
as specified in RCW 35.92.020.
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Develop Maximum Rate Credit Percentage to Offer for Qualifying Activities

Many of the stormwater utility’s costs are essentially “fixed” and do not decrease no matter what
services customers provide on-site. As a first step, we recommend that the City determine the portion
of program costs which can be reduced by the on-site activities of the customer base. Once an
allocation of program revenue requirements between fixed, or “base,” program costs, and variable, or
“use,” program costs has been made, these component shares of the stormwater utility charge can be
determined.
The stormwater utility will then be able to determine a theoretical maximum credit to be provided for
qualifying on-site mitigation. The above recommendations ensure that properties eligible for rate
credits would be reducing the average cost of stormwater utility operations, as well as possibly
allowing the City to delay capital projects. As a result, the stormwater utility would be able to reduce
its costs by implementing the recommended credit policies. The maximum credit approach is more
easily applied to an ESU-based rate structure (see Issue Paper #1) but could be considered under the
City’s existing approach as well.
We recommend providing a rate credit for parcels that meet all of the following criteria:
⚫

Properties with qualifying private detention and water quality systems;

⚫

Are owned, operated and maintained by the property owner in accordance with the
ordinances of the City of Mountlake Terrace and the City of Mountlake Terrace stormwater
utility operation and maintenance standards; and

⚫

At least meet the most current City design standards (the City could choose to also provide
the maximum credit for systems that meet the City design standards current at the time of the
most recent development or redevelopment of the parcel. This is a policy decision).
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STORMWATER UTILITY – DEBT MANAGEMENT
Capital projects are often one of the largest and most burdensome financial obligations of a public
utility. This issue paper broadly summarizes the options for funding capital projects and discusses
how to manage and utilize debt as a productive and fiscally responsible tool.

CAPITAL FUNDING
Utilities can typically draw funds for capital projects from a variety of sources, such as grants, capital
improvement fees, utility rates, and debt. While grants would logically be applied to project costs
first, the next choice in the funding “hierarchy” is not necessarily apparent. A list of considerations is
provided below, comparing and contrasting debt funding with cash funding.
Debt Funding

Debt spreads the financial impact of capital investment on ratepayers over a long period of time but
comes with issuance and interest costs. A utility’s ability to meet debt service coverage and other
debt-related requirements may limit the amount of additional debt that it can issue. Excessive
amounts of outstanding debt can also affect a utility’s credit rating (and its ability to secure lowinterest debt).
Cash Funding

Capital related cash resources (e.g., capital improvement fees, replacement reserve funding, etc.) can
be applied to project costs directly, held in reserve, or used towards annual debt service.
Resulting Considerations

The specific decision regarding whether to fund projects by debt or by cash is an important policy
decision that will likely be driven by a number of considerations. While cash funding will be c heaper
in the long run because there is no interest cost, debt funding is a practical option since it allows for
the payment of costs over an extended period of time.
Using debt to spread the cost over time also promotes “generational equity,” ensuring th at future
customers pay a share of system costs. Some utilities take a “hybrid” approach, funding repair and
replacement projects with cash and utilizing debt to fund large discrete projects, for example.
The overlay of other financial policies related to coverage and replacement reserve funding can
constrain the need for debt to reasonable levels. If that were the case, a new policy related to debt
financing may not provide added value to financial planning or viability of a utility.
Across the Industry

Drawing from a Black & Veatch report, “2016 Stormwater Utility Survey”, of the 74 participants
surveyed (from 24 states), the weighted funding profile for stormwater capital projects was
approximately 88% cash versus 12% with debt. This result is up from 76% cash in 2012 and 85%
cash in 2014.

Firm Headquarters
Redmond Town Center
7525 166th Ave NE, Ste D-215
Redmond, Washington 98052

Locations
Washington | 425.867.1802
Oregon | 503.841.6543
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EXISTING OUTSTANDING DEBT
The City of Mountlake Terrace (the City) has been utilizing both cash and debt funding in their
stormwater utility’s capital funding strategy. Currently, the City’s stormwater utility is responsible
for a portion of three series of revenue bonds, with a combined annual payment of $596,000 in 2019.
The bonds were all issued with an “Aa” rating and were jointly issued with other City utilities. The
stormwater utility’s combined outstanding debt principal at the beginning of 2019 was $6.4 million.
Table 1.

Existing Revenue Bonds

Issuance Year

Total Issuance

Utilities Responsible

% Stormwater

2019 Stormwater Debt
Service (rounded)

2010

$6.28 M

Water, sewer, stormwater

41.7%

$189,500

2012

$5.14 M

Water, stormwater

68.6%

$237,900

2014

$6.22 M

Water, stormwater

37.1%

$168,600

Combining debt issuance among utilities is a common practice that can spread one-time issuance
costs over multiple utilities. Additionally, in the case of a cross-pledged revenue bond, a policy such
as debt service coverage can consider resources from all relevant utilities. However, when
considering the policies and metrics outlined below, we recommend considering each in relation to
only the stormwater utility and the stormwater utility’s portion of the debt. All ‘current achievement’
results below were calculated using the 2019 stormwater budget (see Appendices).

DEBT MANAGEMENT
There are a number of tools and metrics that can help the City monitor its reliance on debt, in the
context of a capital funding strategy. Many of these metrics are tracked and used by bond issuers to
determine the utility’s rating, and compliance can result in better terms in the future bond market.
Debt Reserve

A debt reserve is most often required as a condition of bond issuance, though some loan programs
also require a reserve. The intent of the reserve is to protect bondholders from the risk of default. The
minimum balance for this reserve (typically specified in the bond agreement) is most often linked to
either average annual debt service or the maximum annual debt service.
Table 2.

Debt Reserve Policy

Policy

Legal Requirement

Current Achievement

Debt Reserve

Current City revenue bonds require a
reserve equal to the lesser of: 125%
of average annual payments or the
maximum annual debt service.

$600,000 is held in reserve in Stormwater Fund
412, which exceeds the maximum annual debt
service for outstanding debt. This appears to
meet existing obligations.
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Debt Service Coverage

Debt service coverage (DSC) is typically a requirement associated with revenue bonds and is an
important benchmark to measure the riskiness of the utility’s capital funding plans. Debt service
coverage is most easily understood as a factor applied to annual debt service. In such a case, if it sells
revenue bonds, the utility agrees to collect enough revenue to meet operating expenses and not only
pay debt service, but collect an additional 25% increment above bonded debt service.
The extra revenue is a “cushion” that makes bondholders more confident that debt service will be
paid on time. The extra revenue can be used for capital expenditures, to build reserves for future
asset replacement, or for debt service on subordinate debt. Depending on the targeted rating level,
some rating agencies suggest an annual debt service coverage target of 1.70 or greater ( Moody’s
Rating Methodology, US Municipal Utility Revenue Debt; October 2017). Achieving a bonded debt
service coverage level greater than the minimum required level is a positive signal that bond rating
agencies notice, and can result in more favorable terms if the utility goes to the market for bonds.
Table 3.
Policy

Debt Service
Coverage

Debt Service Coverage Policy

Legal Requirement

Current Achievement

Current City revenue bonds require a
minimum DSC of 1.25x.

On a standalone basis the stormwater utility has a
DSC of 0.13x. Net revenue after paying operating
expenses is less than debt service.

A target of 1.70x to 2.00x contributes
towards an “Aa” rating, per Moody’s.

However, the bonds are cross pledged between
utilities, and a brief analysis shows the City is likely
meeting the requirement on a combined basis.

Debt to Operating Revenues

An important metric, referred to as “Debt to Operating Revenues”, can be useful to help monitor the
overall level of indebtedness of a utility. According to the previously mentioned Moody’s report, the
“Debt to Operating Revenue” metric is calculated with the following formula: (Net Debt ÷ Most
Recent Year’s Operating Revenues), where Net Debt is a utility’s total long term debt outstanding
less any debt service reserve funds.
The Moody’s report states that, “Systems that carry a lot of debt have less ability to re duce costs if
[revenue] shrinks, and are generally more challenged to achieve higher debt service coverage. A
greater debt burden may also prohibit a utility from funding necessary capital upgrades, if a covenant
prevents the issuer from incurring the debt necessary to fund those upgrades.”
Table 4.

“Debt to Operating Revenues” Policy

Policy

Legal Requirement

Debt to
Operating
Revenues

No requirement in existing covenants.
A target of 2.00x to 4.00x contributes
towards an “Aa” rating, per Moody’s.

Current Achievement

The stormwater utility’s current debt to operating
ratio is 3.15x.
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Days of Cash on Hand

Another debt-related metric is the number of days unrestricted cash on hand. As with the previous
metrics, Moody’s report defines the formula as: (Unrestricted Cash and Investments ÷ Operating and
Maintenance Expenses). The target levels are expressed as a certain number of days of operating and
maintenance expenses that are available. The Moody’s report states that, “Cash is the paramount
resource utilities have to meet expenses, cope with emergencies, and navigate business interruptions.
Utilities with a lot of cash and cash equivalents are able to survive temporary disruptions and cash
flow shortfalls without missing important payments.”
Table 5.
Policy

Days Cash on
Hand

“Days Cash on Hand” Policy

Legal Requirement

Current Achievement

No requirement in existing covenants;
City targets 15% (55 days) for its
utility operating funds, plus capital.
A target of 150 to 250 days
contributes towards an “Aa” rating,
per Moody’s.

The City’s stormwater utility has 142 days of
cash on hand at the beginning of 2019, based
on the adopted budget.

CONCLUSION
We recommend that the City consider, or at least be aware of the following debt-related policies for
the stormwater utility. The debt reserve and debt service coverage policies are the most important, as
they represent legal obligations for the City’s utilities.
Table 6.

Summary of Policies

Policy

Legal Requirement

Suggested Target

Debt Reserve

Maximum annual debt service, or
125% of average annual debt service.

Meet minimum reserve requirements for all
existing and new debt, commonly set as one
year of debt service payment.

Debt Service
Coverage

Minimum of 1.25x

An internal policy target of 1.50x to 2.00x (or
higher) is recommended.

Debt to
Operating
Revenues

N/A

Strive to keep total outstanding debt at less than
4.00x annual rate revenues.

Days Cash on
Hand

N/A

Strive to maintain a minimum of 150 days (or
more) of cash on hand.
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APPENDIX – ADOPTED BUDGET
City of Mountlake Terrace 2019-2020 Adopted Biennial Budget can be found at:
https://www.cityofmlt.com/DocumentCenter/View/21419/2019-2020-Adopted-Biennial-Budget
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APPENDIX – ‘CURRENT ACHIEVEMENT’ CALCULATIONS
A
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

B

C

Mountlake Terrace
Stormwater Rate Study
Debt Management Metrics
Debt Service Coverage
Revenues
Cash operating expenses
Debt service
Coverage

Stormwater
1,847,510
1,766,548
600,000
0.13
=(C6-C7)/C8

Debt to Operating Revenues
Outstanding Debt
Debt Reserve Cash
Total revenue
Debt to Operating Revenues

6,422,993
600,000
1,847,510
3.15
=(C13-C14)/C15

Days Cash on Hand
Beginning Fund Balance
Restricted Cash
Operating Expenses
Days cash on hand

1,286,578
600,000
1,766,548
142
=(C19-C20)/C21*365
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