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Council Meeting Date:   April 21, 2014 Agenda Item:   8(a) 
              

 
CITY COUNCIL AGENDA ITEM 

CITY OF SHORELINE, WASHINGTON 
 

 

AGENDA TITLE: Utility Unification and Efficiency Study Discussion 
DEPARTMENT: Public Works  
PRESENTED BY: Mark Relph, Public Works Director 
ACTION: ____ Ordinance     ____ Resolution     ____ Motion                   

__X__ Discussion    ____ Public Hearing 
 

 
ISSUE STATEMENT: 
This staff report transmits the draft findings of the Utility Unification and Efficiency Study 
(UU&ES) commissioned by the City Council and completed by EES Consulting, Inc. 
Also attached is a draft assessment of the utility rates and charges for water and sewer 
service from the communities our City would tend to compete with for economic 
development and private investment. Staff will be presenting for Council discussion the 
methodology used in developing the information and the results or conclusions of the 
project. The final report and presentation is currently scheduled for the May 19th 
Council meeting. 
 
The UU&ES study (Attachment A) is intended to provide an estimate of efficiency 
savings associated with unifying specific utilities with City operations. The utilities 
included in this study are the Ronald Wastewater District (RWD), the SPU water system 
(SPU) and the North City Water District (NCWD). The existing City operations include 
such services as purchasing, fleet, facilities, accounting, general governmental 
administration, human resources, legal services, street maintenance, the surface water 
utility and engineering. 
 
While it may be intuitive to many that efficiencies may be gained when sharing 
resources, this study is intended to quantify the opportunities for each utility and for the 
general operation of the City. This "double benefit" is unique to the City since the 
benefits would be for the rate payers of each utility as well as the citizens who 
financially support the general operations of government through sales tax, property tax, 
or other local forms of taxation. These rate payers and citizens are almost exclusively all 
Shoreline residents. 
 
The draft Utility Rates and Charges Assessment Report (Attachment B) is intended to 
provide a summary of the water and sewer costs from surrounding communities  and 
identifies possible future policy opportunities when utilities are added to the City 
operation that might address the City's economic development strategies. 
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RESOURCE/FINANCIAL IMPACT: 
There is no immediate fiscal impact, but the study does provide an understanding of the 
financial efficiencies gained when unifying specific utilities with the existing City 
operation.  The 2014 City budget includes $50,000 to fund the UU&ES. 
 

RECOMMENDATION 
 
Staff is presenting the draft report for Council discussion. No formal action is required.  
 
 
 
 
Approved By: City Manager DT City Attorney IS 
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INTRODUCTION 
 
The draft UU&ES (Attachment A) is intended to provide an estimate of efficiency 
savings associated with unifying specific utilities with City operations. The utilities 
included in this study are the Ronald Wastewater District (RWD), the SPU water system 
(SPU) and the North City Water District (NCWD). The existing City operations include 
such services as purchasing, fleet, facilities, accounting, general governmental 
administration, human resources, legal services, street maintenance, the surface water 
utility and engineering. 
 
While it may be intuitive to many that efficiencies may be gained when sharing 
resources, this study is intended to quantify the opportunities for each utility and for the 
general operation of the City. This "double benefit" is unique to the City since the 
benefits would be for the rate payers of each utility as well as the citizens who 
financially support the general operations of government through sales tax, property tax, 
or other local forms of taxation. These rate payers and citizens are obviously all 
Shoreline residents. 
 
The draft UU&ES has identified the savings for each utility as it is unified with the City 
operation, starting with the RWD in 2017, per the 2002 Interlocal Operating Agreement, 
the SPU system in 2021 per a draft agreement with the City of Seattle, and finally with 
the assumption of the NCWD at the end of their franchise agreement in 2028. The 
savings for the City's general operations are also identified as each of the utilities are 
unified with the City. 
 
The acquisition of the SPU system will not close until December 31, 2020, per the draft 
agreement with the City of Seattle, but although that is the case, it is anticipated that 
savings to other utilities will start accumulating in 2020 as the staff and equipment 
needed to operate the water utility will likely be available in 2020 and those costs can be 
shared. 
 
The draft Utility Rates and Charges Assessment Report (Attachment B) is intended to 
provide a summary of the water and sewer costs from surrounding communities which 
compete with our city for economic development and private investment. This 
assessment provides some broad comparisons and identifies possible future policy 
opportunities when utilities are added to City operations that might address the City's 
economic development strategies. 
 

BACKGROUND 
 
The UU&ES is designed to provide an estimate of efficiency savings associated with 
various options, and thereby assist the City in making decisions about how to proceed 
with utility unification.  The legal and contractual requirements for assumption of RWD 
or NCWD are not considered as part of this study and would need to be considered in 
addition to the financial impacts.  In addition, several simplifying assumptions were 
made in order to provide comparable analysis for each option.  The City recognizes that 
some issues are complex and that additional work will be required to implement utility 
unification.   
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To quantify the potential efficiencies of operating a unified water, wastewater and 
surface water utility within the Public Works department of the City, the revenues and 
costs for both water and wastewater service were forecast under various scenarios and 
compared to one another.  Efficiencies were identified for those cases where one, two 
and all three of the utilities were unified with the City.  Overall benefits associated with 
utility unification options were compared to one another as well as being assessed in 
terms of their potential impacts on the City operations; both quantifiable financial 
benefits as well as non-financial or qualitative benefits.  Four options were examined in 
this study, with the difference between the options quantifying the potential cost savings 
due to expected efficiencies. 
 
Option 1a: 
This option has the City acquiring the SPU service area in Shoreline in 2020 as 
planned.  Both RWD and NCWD continue to operate as independent utilities for the 
foreseeable future.  This case is used as a starting point to be able to identify the 
savings associated with unification of the utilities.  Differences between option 1 and the 
other three options allow efficiencies to be quantified.  Because there is an agreement 
between RWD and the City for assumption of the wastewater utility, this option is used 
only for comparison purposes. 
 
Option 1b: 
This option includes the assumption that RWD has been assumed in October 2017 per 
the Interlocal Operating Agreement and assumes the SPU water acquisition has not yet 
occurred.  This case reflects operations during the two years prior to the SPU 
acquisition.  As with Option 1a, it is prepared for comparison purposes so that the 
savings associated with the RWD assumption can be identified separately from the SPU 
acquisition. 
 
Option 2: 
Option 2 analyzes the efficiencies if the City unifies SPU and RWD with City operations.  
The City has long recognized there will be efficiencies associated with assuming the 
RWD service area.  A comparison of option 2 to the baseline option 1 allows for a direct 
measurement of the anticipated efficiencies and benefits to Shoreline residents.   
 
The assumption of the RWD is to occur in October 2017, but for purposes of this study 
the year 2018 was used as the starting point for comparing the options, with most 
analysis starting in the year 2020 when the SPU system would be added to the City 
operation. 
 
The City will assume the RWD utility in its entirety, including all buildings, assets and 
staff.  Because this action occurs prior to the SPU acquisition in 2020, there will be two 
years where the wastewater utility continues in a similar fashion as it does now, with 
efficiencies identified primarily on the administrative side.  When the City begins 
operating the SPU water utility in 2020, it is expected that efficiencies will be seen on 
the sewer's operations and maintenance side. 
 
Option 3: 
This option unifies SPU and RWD with City operations and adds NCWD in 2028.  The 
current franchise agreement with NCWD expires at the end of 2027, at which time the 
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study assumes the City will formally pursue the assumption of the portion of the NCWD 
water service area within Shoreline.  It is assumed under this option that the City would 
assume the distribution facilities and customers but the NCWD would either continue to 
exist to serve the Lake Forest Park customers, or the City of Lake Forest Park could 
assume the remaining balance of the NCWD. In either case, this study assumes the 
system would not be physically separated and Interlocal Agreements would be 
executed to share billing information as a means to distribute the cost of operations and 
maintenance. Therefore, this study will assume a conservative approach where the 
buildings and staff would not be transferred to the City.  The City would, however, take 
on the obligations of the pro-rata share of the wholesale water contract and the debt 
service. 
 
Option 4: 
This option unifies SPU, RWD and the entire NCWD in 2020. Since the City agreed to 
not assume NCWD earlier than 2028, it is assumed for purposes of this study that the 
City could come to agreeable terms with NCWD on assumption of the utility in its 
entirety in 2020.  Based on this assumption, we have included all NCWD buildings and 
staff, along with the district's water contract and debt in the calculation of this option.  
The Lake Forest Park facilities and customers would also be included for simplicity 
purposes, although it is assumed that the City would operate that portion of the service 
area on behalf of Lake Forest Park on a contract basis until Lake Forest Park is in a 
position to assume those responsibilities.  The revenues and costs for that portion of the 
utility are both excluded from the financial comparisons as it was assumed that the 
service area would cover its own costs. 
 
Options Analysis 
For all four options, the expected revenues and costs for the period 2020 through 2040 
were forecast.  To alleviate any differences between the inflation rates used by different 
sources, all of the analysis was done in 2014 dollars.  This allows items to be readily 
compared to today’s costs and makes real changes in costs and revenues from year to 
year more transparent. 
 
The revenues and costs for the SPU service area were based on the 2012 financial 
analysis completed for the City that year.  Since those revenues and costs were 
provided in nominal dollars, the amounts in each year were discounted back to 2014 
dollars using the 4.6% cost escalator used in that study. 
 
Revenues and costs for RWD were based on the 2014 budget for the district.  Capital 
Improvement Plan (CIP) projections were based on the RWD Comprehensive Plan.  
Growth in the number of customers was standardized to the growth rates used by the 
City in the 2012 analysis for the SPU service area.  Based on the 20-year forecast for 
RWD, it was determined that rates would be sufficient to meet the costs and CIP needs 
of the utility as long as both rates and costs increase at the rate of inflation without any 
increases in real terms. 
 
Revenues and costs for NCWD were based on the 2013 budget for the district.  CIP 
projections were based on the 2011 NCWD Comprehensive Plan.  Growth in the 
number of customers and water consumption was standardized to the growth rates 
used by the City in the 2012 SPU Study.  Based on the 20-year forecast for NCWD it 
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was determined that the district would need to increase rates 1% above the rate of 
inflation for the years 2026 to 2030 in order to cover costs and leave an adequate 
reserve level. 
 
Once the revenues and costs were projected for each utility separately, they were 
added together to develop the revenues and costs for the baseline (Option 1).  As a 
starting point it was assumed that rate levels and revenues were the same regardless of 
the option.  While one of the goals of utility unification is to reduce costs for utility 
service, and thereby potentially reduce the water and wastewater rates paid by 
customers, this study sets out to quantify the savings associated with combining utilities.  
Once the savings are quantified they can be examined in terms of how they may impact 
rates in the future. 
 
Cost efficiencies were broken down between Direct Utility savings and General 
Operations savings.  Direct Utility savings include items that are no longer required as a 
result of combining the utilities.  General Operations savings reflect efficiencies between 
the new water/wastewater utility and the other departments in the City.  These items 
may reflect a cost to the water/wastewater utility but provide savings to one or more 
other departments. Additionally staff will be evaluating potential savings to the City’s 
existing stormwater utility.   
 
Direct Utility Savings 
Direct utility savings will occur due to the unification of utilities and were identified from 
the RWD and NCWD current expenses or the assumed expenses for the SPU utility. 
The savings for those three utilities were included in the total depending on what utilities 
were included in the particular Option. 
 
The following tables summarize the direct utility benefits associated with each option. 
The direct savings include the salary and benefit savings. The net direct savings reflects 
the subtotal of the savings less the cost of the City's shared allocation cost (i.e. 
"overhead" charge). Savings are also summed over the 2020 through 2040 period to 
reflect the total value over time.  Because all numbers are in 2014 dollars they did not 
have to be discounted to reflect inflation in order to calculate total numbers. 
 
 
Direct Utility Savings for Option 1b - RWD Operated by the City, but SPU & NCWD 
operated independently 
Savings Summary 2020 2028 2040 21-yr Total 
Salaries & Benefits  $0 $0 $0 $0 
Administrative & Contract  $628,000 $628,000 $628,000 $13,188,000 
Amortization of Capital Items $115,000 $115,000 $115,000 $2,415,000 
Subtotal Direct Savings $743,000 $743,000 $743,000 $15,603,000 
Incremental Cost in Shared 
Services Allocation -$507,730 -$507,730 -$507,730 -$10,662,323 
Net Direct Savings $235,270 $235,270 $235,270 $4,940,677 
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Direct Utility Savings for Option 2 - City Assumption of RWD in 2018 and SPU in 
2020, NCWD Independent 
Savings Summary 2020 2028 2040 21-yr Total 
Salaries & Benefits Savings $820,911 $820,911 $820,911 $17,239,136 
Administrative & Contract  $628,000 $628,000 $628,000 $13,188,000 
Amortization of Capital Items $127,035 $127,035 $127,035 $2,667,741 
Subtotal Direct Savings $1,575,947 $1,575,947 $1,575,947 $33,094,877 
Incremental Cost in Shared 
Services Allocation -$164,631 -$164,631 -$164,631 -$3,457,259 
Net Direct Savings $1,411,331 $1,411,331 $1,411,331 $29,637,617 
 
Direct Utility Savings for Option 3 - City Assumption of RWD in 2018 and SPU in 
2020, NCWD Assumed in 2028 
Savings Summary  2020 2028 2040 21-yr Total  
Salaries & Benefits Savings $820,911 $1,595,312 $1,595,312 $27,306,347 
Administrative & Contract  $628,000 $1,091,000 $1,091,000 $19,207,000 
Amortization of Capital Items $127,035 $127,035 $127,035 $2,667,741 
Subtotal Direct Savings $1,575,947 $2,813,347 $2,813,347 $49,181,088 
Incremental Cost in Shared 
Services Allocation -$164,631 -$382,799 -$382,799 -$6,293,432 
Net Direct Savings $1,411,331 $2,430,549 $2,430,549 $42,887,655 
 
Direct Utility Savings for Option 4 - City Assumption of RWD in 2018 and SPU in 
2020, NCWD Assumed in 2020 
Savings Summary 2020 2028 2040 21-yr Total 
Salaries & Benefits Savings $1,441,235 $1,441,235 $1,441,235 $30,265,926 
Administrative & Contract  $1,091,000 $1,091,000 $1,091,000 $22,911,000 
Amortization of Capital Items $474,366 $474,366 $474,366 $9,961,688 
Subtotal Direct Savings $3,006,601 $3,006,601 $3,006,601 $63,138,614 
Incremental Cost in Shared 
Services Allocation -$382,799 -$382,799 -$382,799 -$8,038,770 
Net Direct Savings $2,623,802 $2,623,802 $2,623,802 $55,099,844 
 
The direct savings have been reflected in the financial details associated with each 
option, but they have been allowed to flow through to the reserve fund over time.  The 
use for those direct savings was not identified at this time but they can be used to offset 
future rate increases, increase spending for capital items over time or some 
combination of the two.   
 
It is important to note that for the City's 2012 SPU Study, it was assumed that revenues 
were based on SPU rate projections and any net cash flow would fund ongoing CIP as 
well as an extensive mains replacement program.  It was discussed in that report that 
going forward the City could look at the mains replacement needs in more detail and 
determine how much of the net cash flow would be used for capital items versus 
avoiding future rate increases. 
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In all cases, there are expected savings under the options where the City operates one 
or more utility. Those direct utility savings range from $5 million to $82 million over the 
study period. Unifying the water and wastewater services under Options 2, 3 and 4 
results in savings that range from 10% to 12% of the total revenues for the combined 
utilities.  
 
General Operations Savings 
General operations savings items are related to savings in other departments within the 
City.  Sometimes they represent a shift from one or more departments and sometimes 
they reflect a cost that no longer exists. 

The first general operations item is the allocation of the Shared Services cost (i.e. 
overhead charge).  An amount of $1.2 million was allocated to the new water utility in 
the 2012 SPU report.  This allocation covers a share of the costs from the 
Administrative Services Department and other departments to recover the work that is 
related to the utility but not directly assigned through staffing levels or expenses.  This 
covers items such as accounting, legal costs, human resources, use of office space, 
etc.  An allocation process is currently used by the City and is based on factors such as 
number of staff, revenues, etc.  The allocation to the new water utility means that the 
amounts allocated to other departments will be reduced by a corresponding amount.  
This item is both a cost to the new utility and a savings to other departments. 

Next, the costs of existing employees that will take over certain utility responsibilities in 
addition to their current roles were accounted for.  In this case there are two existing 
staff that will have a portion of their salary re-assigned to the new utility.  The general 
operations savings for this item is $180,000 with RWD added to the City and $252,000 
with both RWD and NCWD added to the City.  This item is both a cost to the new utility 
and a savings to other departments. 

The final general operations item is the cost for contracts held by the City that will no 
longer be needed due to the addition of RWD.  This includes a $95,000 per year 
reduction in an existing contract for vactor truck services and $50,000 per year for a 
small works contract.  These contracts can be reduced substantially because the City 
will have the equipment and staff to provide these services within the expanded utility. 

The tables below summarize the general operations savings for each of the 
corresponding Utility options. 

General Operations Savings for Option 1b - City Operates the RWD Service Area  
Savings Summary 2020 2028 2040 21-yr Total 
Amount of Shared Services 
Allocation $507,730 $507,730 $507,730 $10,662,323 
Reduction in FTE Assigned to 
Other Departments $180,707 $180,707 $180,707 $3,794,839 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations 
Savings $833,436 $833,436 $833,436 $17,502,161 
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General Operations Savings for Option 2 - City Assumption of RWD in 2018 and 
SPU in 2020, NCWD Independent 
Savings Summary 2020 2028 2040 21-yr Total 
Amount of Shared Services 
Allocation $1,349,730 $1,349,730 $1,349,730 $28,344,335 
Reduction in FTE Assigned to 
Other Departments $252,989 $252,989 $252,989 $5,312,774 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations 
Savings $1,747,719 $1,747,719 $1,747,719 $36,702,109 

 
General Operations Savings for Option 3 - City Assumption of RWD in 2018 and 
SPU in 2020, NCWD Assumed in 2028 
Savings Summary 2020 2028 2040 21-yr Total 
Amount of Shared Services 
Allocation $1,349,730 $1,567,897 $1,567,897 $31,180,508 
Reduction in FTE Assigned to 
Other Departments $252,989 $252,989 $252,989 $5,312,774 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations 
Savings $1,747,719 $1,965,887 $1,965,887 $39,538,282 

 
General Operations Savings for Option 4 - City Assumption of RWD in 2018 and 
SPU in 2020, NCWD Assumed in 2020 
Savings Summary 2020 2028 2040 21-yr Total 
Amount of Shared Services 
Allocation $1,567,897 $1,567,897 $1,567,897 $32,925,845 
Reduction in FTE Assigned to 
Other Departments $252,989 $252,989 $252,989 $5,312,774 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations 
Savings $1,965,887 $1,965,887 $1,965,887 $41,283,620 

 

In addition to the direct utility savings, the City would benefit from sharing the cost of 
existing staff and services with the new water/wastewater utility.  It was assumed in the 
financial analysis that the new water/wastewater utility will be allocated a portion of the 
City's shared services (i.e. overhead charge) with the amount ranging from $500,000 to 
just under $2 million per year.  This cost has been incorporated in the costs for the utility 
under each option.  Other savings occur from the reduction in outsourcing costs that are 
feasible due to the new staff and equipment for the new water/wastewater utility.  The 
total reflects a savings in general operations costs to other departments within the City 
that range from approximately $29 million to $41 million over the study period.   

Financial Savings Summary 

Based on the financial analysis for the various options considered, savings range from 
$5 million to $82 million over the 2020-2040 period used in the study.  While savings 
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occur as a result of operating the RWD or SPU service areas alone, the greatest 
savings levels occur when water and wastewater utilities are unified to provide a more 
efficient utility.  The following table provides a summary of the direct utility savings as 
well as the general operations savings over the 20 years period used for this study for 
each of the options. Under options 2, 3 and 4, the direct utility savings ranges from 10% 
to 12% of total revenues for the combined utilities. 

 

Savings Summary Direct 
Utility Savings 

2020-2040 
(in Millions) 

Average 
 Annual 

Direct Utility 
Savings as a 

% of 
combined 
revenues 

General 
Operations 

Savings 
2020-2040 

(in Millions) 
Option 1a – SPU Alone $26.5 10.4% $28.7 
Option 1b – RWD Alone $4.9 1.6% $17.5 
Option 2 – SPU and RWD $56.2 9.9% $36.7 
Option 3 – Add NCWD in 2028 $69.4 10.3% $39.5 
Option 4 – Add NCWD in 2020 $81.6 12.2% $41.3 

 
Resulting Non-Economic Benefits of Unification 
While the potential to provide lower rates and/or greater investment in capital due to the 
unification of the water, stormwater and wastewater utilities is a prime objective of the 
City, there are numerous non-economic benefits that are part of the consideration in 
unifying the utilities.  Those benefits fall into three broad categories:  simplicity for 
residents, sharing of City resources, and unified City policies.  While the first category 
directly impacts the City’s residents, all of the categories lead to overall benefits to the 
residents of the City. 

Utility Rates and Charges Assessment 
The Utility Rates and Charges Assessment Report was prepared to help the City 
Council understand costs of utility service and how they might affect economic 
development decisions.  Additionally, the report provides a regional comparison of rates 
and charges from twenty (20) utility providers. The comparison shows a high degree of 
variability in utility costs caused by different rate and charge combinations used by each 
utility.  The assessment also identifies several future policy considerations the City 
Council will need to address, including: 

• Defining rate structures for individual customer classes to promote equity. 
• Deciding how much of the funds from new connections should contribute to 

system improvements while balancing economic development needs. 
• Deciding the level of capital improvement funding that should be collected using 

rates.  
• Deciding how to equalize rates and charges throughout the City.   
• Deciding how to define the financial planning objectives for the future utilities 

including stable revenue sources, debt coverage limits, and maintaining 
adequate reserves. 
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There will be tradeoffs in four general areas when the Council weighs the above 
policies:  

1) Keeping rates affordable for City residents 
2) Maintaining  adequate revenues to support utility operations and capital needs 
3) Balancing current utility rate inequities within the City  
4) Promoting economic development without overburding existing rate payers. 

 
The City Council’s policy making process will be aided by detailed rate comparisons 
such as the one contained in this report and careful analysis of actual utility costs which 
will help establish a range of acceptable rates and charges.  The Council will then be 
able to work through various policy options and consider the tradeoffs of each before 
deciding on the right mix of utility policies for the City. 
 
Timeline 
The following is a timeline of stakeholder involvement in the study: 

February 28 City/EES Gather, review and analyze data 

March 31 
Joint staff meeting with all jurisdictions to present initial findings 
and data used in the study 

April 14 Joint Council and RWD commissioners meeting  
April 21 City Council briefing to present initial findings 
April 22-May 12 Address Questions/Follow-Up to initial information 
May 19 Council briefing and acceptance of final UU&ES report 

 
 

RESOURCE/FINANCIAL IMPACT 
 
There is no immediate fiscal impact, but the study does provide an understanding of the 
financial efficiencies gained when unifying specific utilities with the existing City 
operation.  The 2014 City budget includes $50,000 to fund the UU&ES. 
 
 
 

 
COUNCIL GOAL(S) ADDRESSED 

 
This goal addresses Council Goal #2, Improve Shoreline's utility, transportation, and 
environmental infrastructure: 
 
Action Steps: 

3. Execute the Shoreline/Seattle Public Utility’s water system Acquisition 
Agreement and develop a multi-year implementation plan for creating the City’s 
water utility (70% voter approval in 2012) 

4. Develop a plan to merge the Ronald Wastewater District into City operations as 
outlined in the 2002 Interlocal Operating Agreement and implement the 
assumption process authorized in Ordinance No. 681. 
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RECOMMENDATION 
 
Staff is presenting the draft report for Council discussion. No formal action is required.  
 
 

ATTACHMENTS 
 
Attachment A:  Utility Unification and Efficiency Study Report 
Attachment B:  Utility Rates and Charges Assessment Report 
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ATTACHMENT A 

SHORELINE UTILITY UNIFICATION AND EFFICIENCY STUDY  1 

Executive Summary 

The City of Shoreline (the City) has begun a process to become the water and wastewater 
provider to the majority of the residents within the City.  The City has an agreement with the 
Ronald Wastewater District (RWD) to assume the wastewater utility as part of an Inter-local 
Operating Agreement in October of 2017.  In addition, the City is in the process of negotiating 
an Agreement with Seattle Public Utilities (SPU) to purchase SPU’s water facilities inside the 
City boundaries in the year 2020.  These actions will add water and wastewater service to the 
public works department, along with the existing surface water utility and street operations.   

About two-thirds of the residents in the City are currently served by SPU, with the remaining 
residents served by the North City Water District (NCWD). The City has an existing franchise 
agreement with NCWD that runs through the end of 2027.  Unlike RWD, NCWD is not entirely 
within the City of Shoreline as it serves customers within the City of Lake Forest Park.   

The following table shows the 2014 expected revenues and rough number of customers 
associated with each of the three utilities.  Note that the RWD revenues include the pass-
thorough amount for treatment expenses and the NCWD numbers represent the 77% portion 
that is within the City of Shoreline.   

 2014 Revenues 2014 Number of Customers 

RWD Wastewater Service Area $14.5 million 16,000 

SPU Water Service Area $11.2 million 11,000 

NCWD Water Service Area Within Shoreline $4.4 million 6,000 

The City is looking at the cost savings associated with efficiency gains by operating the RWD and 
SPU service areas on a unified basis once they are assumed or acquired by the City.  In addition, 
further efficiencies associated with assuming the NCWD service area within the City’s 
boundaries are being examined to determine if the City should further pursue that course of 
action.  

Overview of the Study Approach 

To quantify the potential efficiencies of operating a unified water and wastewater utility within 
the public works department, the revenues and costs for water and wastewater service were 
forecast under various scenarios.  For purposes of this study it was assumed that the water and 
wastewater service areas operated by the City would be treated as one combined utility with a 
single budget.  In all cases the separate budget for costs assigned to the water/wastewater 
utility was used rather than the entire City budget. 
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Four scenarios were examined in this study, with the difference between the options 
quantifying the potential cost savings due to expected efficiencies.  The options include:  

 Option 1: Independent Operation of the Utilities 
 

 Option 1a: SPU Service Area Operated by the City 
 Option 1b: RWD Service Area Operated by the City 

 
 Option 2: City Operates Unified SPU and RWD Service Areas 
 Option 3: City Operates Unified SPU and RWD Service Areas, adds NCWD in 2028 
 Option 4: City Operates Unified SPU, RWD and NCWD Service Areas in 2020 

For Option 4, the City would need to negotiate an assumption for the year 2020 as it does not 
have the right of assumption until the existing franchise agreement expires at the end of 2027.  

For all four scenarios, the expected revenues and costs for the period 2020 through 2040 were 
forecast.  To alleviate any differences between the inflation rates used by different sources, all 
of the analysis was done in 2014 dollars.  The revenues and costs for the SPU service area were 
based on the financial analysis previously completed for the City in 2012.  Revenues and costs 
for RWD and NCWD were based on the 2014 budgets for the districts, along with the most 
recent Comprehensive Plans.  

To determine the costs for the various options, cost efficiencies were identified and subtracted 
from the sum of the costs of the individual utilities.  Cost efficiencies were broken down 
between Direct Utility savings and General Operations savings.  Direct Utility savings include 
items that are no longer required as a result of combining the utilities and reflect savings in 
staff levels and other expenses.  General Operations savings reflect existing costs of the City 
that are allocated to the new water/wastewater utility, thereby reducing the allocation of those 
costs to other departments within the City.  

Summary of Cost Efficiencies 

Based on the financial analysis for the various options considered, savings range from $5 million 
to $82 million over the 2020-2040 period used in the study.  While savings occur as a result of 
operating the RWD or SPU service areas alone, the greatest savings levels occur when water 
and wastewater utilities are unified to provide a more efficient utility.  The following table 
provides the savings over time for each of the options. 
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Total Direct Utility Savings 2020-2040 

(2014 Million Dollars) 
Average  

Annual % Savings 

Option 1a – SPU Alone $26.5 10.4% 

Option 1b – RWD Alone $4.9 1.6% 

Option 2 – SPU and RWD $56.2 9.9% 

Option 3 – Add NCWD in 2028 $69.4 10.3% 

Option 4 – Add NCWD in 2020 $81.6 12.2% 

These cost savings can be used to cover additional CIP or to reduce cost increases in the future.  
In the case of the SPU acquisition, the savings will in part be used to fund an extensive mains 
replacement program that is needed and not expected to be funded with continued SPU 
operation of the service area.  Unifying the water and wastewater service areas under Options 
2, 3 and 4 results in savings that range from 10% to 12% of total revenues for the combined 
utilities. 

Other Benefits of Unification 

 In addition to the direct utility savings identified, the City will benefit from sharing the cost of 
existing staff and services with the new water/wastewater utility.  The City currently allocates 
administrative, legal, office building space, and other shared services among existing 
departments.  It was assumed in the financial analysis that the new water/wastewater utility 
will be allocated a portion of those shared services with the amount ranging from $500,000 to 
just under $2 million per year.  This cost has been incorporated in the costs for the utility under 
each option.  Other savings occur from the reduction in outsourcing costs that are feasible due 
to the new staff and equipment for the new water/wastewater utility.  The total reflects a 
savings in general operations costs to other departments within the City.  As costs are allocated 
to the new utility, each of the other departments receives a reduction in its allocation leading 
to lower costs for those departments.  The following table summarizes the general operations 
savings for each option. 
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 Total General Operations Savings 2020-2040 
(2014 Million Dollars) 

Option 1a – SPU Alone $28.7 

Option 1b – RWD Alone $17.5 

Option 2 – SPU and RWD $36.7 

Option 3 – Add NCWD in 2028 $39.5 

Option 4 – Add NCWD in 2020 $41.3 

In some cases these general operations savings surpass the direct savings to the new 
water/wastewater utility. 

While the quantified benefits of utility unification are substantial, there are additional benefits 
that have not been quantified.  These benefits fall into the following three categories: 

 Simplicity for Residents 
 Sharing of City Resources 
 Unified City Policies 

Residents see simplicity by having one entity to deal with rather than two or three, a combined 
bill for water and wastewater, single payments for multiple services, and customer service from 
one location.  The City will have coordination of maintenance and emergency response among 
various functions and will be able to provide a unified message through combined Public 
Relations functions and customer information.  The City will also be able to unify the policies for 
such issues as financial policies, rate setting, maintenance and growth.  Together these non-
quantified benefits will provide for a more cohesive City operation and better service for 
residents. 
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Introduction and Background 

In 2012, the City conducted a "due diligence" review of the SPU acquisition, for which a city-
wide vote passed in November 2012.  As part of the due diligence, the City retained EES 
Consulting to provide three inter-related analyses.  The first was an Engineering Review to 
assess the SPU assets that are included in the acquisition, develop operating costs and 
procedures for the new utility, and develop the short-term and long-term capital needs of the 
utility.  The second was a long-term financial analysis to determine the projected revenues and 
costs associated with operating the water utility, along with the associated financial risks.  The 
third component was a Business Plan to address how the tasks and responsibilities required of 
the new water utility will be carried out.  These three studies are jointly referred to as the 2012 
SPU Report.   

This study looks at the efficiencies associated with unifying both RWD and SPU into the City’s 
public works department.   An option for assuming NCWD is also considered as the City has the 
right to assume the customers within the City at the end of the franchise agreement. 

History 

In 1995 the City of Shoreline was first incorporated as a City to improve services and have 
control over decisions that affected their community.  One of the goals since the incorporation 
has been to consolidate services and create greater efficiency, as well as providing “one-stop 
shopping” for its residents.  Water and wastewater were areas where consolidation was 
considered. 

To further this goal of consolidation, the City entered into an Inter-local Operating Agreement 
with the RWD to unify sewer services with City operations.  The unification is to occur in 
October of 2017.  The City will acquire the utility through an assumption, which means all 
assets, reserve funds, employees, equipment and any District debt will be assumed by the City 
and the Ronald Wastewater District will cease to exist as a separate government entity. 

The City has had discussions regarding the SPU water system in the City since at least 1999 and 
have evaluated numerous options for how SPU in Shoreline should be operated in the future 
including acquisition, re-negotiating the franchise agreement, and applying additional 
surcharges to Shoreline rate payers to fund capital improvements within the City. 

In 2009, the City Council adopted a specific goal of acquiring the SPU water system in Shoreline, 
but in 2012 had set a specific objective as: 
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Acquire the system at a price that, when added to other costs to operate and 
maintain the system, would fall within a rate structure equal or less than what 
SPU would forecast over a reasonable period of time. 

The goal of the City Council is based on the desire for the citizens of Shoreline to have a direct 
say in how rates are set and how the utility is managed.  Currently those decisions are made by 
the City of Seattle.  The City also wishes to invest in the water system at a higher rate than is 
planned by SPU.  A higher investment in the system will improve fire protection and better 
facilitate economic development.  Controlling the water utility will also streamline the 
permitting process, allow the City to improve infrastructure in areas where the City wants to 
encourage growth, and improve coordination between utility work and street work.   

Under the current structure, Shoreline residents have no ability to impact the service they 
receive from SPU.  They cannot vote for the Seattle City Council members that oversee SPU and 
they have little, if no, negotiating strength in terms of capital spending or rate setting.  A 
portion of the rates charged by SPU include a tax paid to the City of Seattle that provides no 
financial benefit for Shoreline residents.  At the same time, because Shoreline residents are 
outside the City of Seattle, they are subject to an additional 14% charge above the rates for 
residents within the City of Seattle.   

After adopting the goal of acquiring SPU, the City began more detailed negotiations with Seattle 
on a value for the SPU system within the City.  Negotiations were based on preliminary 
estimates for the costs to own and operate the system. 

On November 9, 2011 the City announced it had entered into a tentative agreement with the 
City of Seattle to purchase the SPU water system located in the City for $25 million.  The 
acquisition is to take place in the year 2020. 

A public process was included as an important part of the acquisition process.  The City 
Manager formed a citizen’s Steering Committee to provide a recommendation on whether the 
City should move forward with the acquisition.  The Steering Committee was made up of 26 
members with varying interests and expertise surrounding water utilities.  The Steering 
Committee was presented with all of the due diligence completed by the City, including the 
Engineering Review, the Financial Analysis and the Business Plan. 

A vote was included in the November 2012 elections and the vote was successfully passed, 
allowing the City to proceed with the SPU acquisition.   

Report Objectives and Organization 

It is the objective of this study to quantify the financial opportunities and challenges of 
integrating the SPU water system, the RWD and potentially the NCWD into the City operations. 
These financial efficiencies are to be identified for the individual utilities as well as the City's 
existing operations. In addition, this study will survey neighboring jurisdictions for water and 
sewer connection charges, plus rates with the intent of making some judgment as to the City's 
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opportunities to be more competitive with economic development.  The report also introduces 
the subject of future utility financial policies and the types of decisions and tradeoffs the City 
Council will need to consider. 

The report is organized around four scenarios with the difference between them being 
quantification of the potential cost savings due to expected efficiencies.  The report begins with 
an overview of scenarios and the analytical approach used to quantify potential savings.  The 
next section summarizes the projected revenues and expenses expected from unification.  The 
following two (2) sections provide savings estimates from Staff and non-Staff Efficiencies.  A 
section review utility rate and policy issues is also included.  The report closes with sections 
describing the resulting economic and non-economic benefits of unification.  Supporting 
Appendices are included at the end of the report and contain: Organizational Charts,  Salary & 
Benefit Unification Savings, Non-Staff Unification Savings and Revenue and Cost Data. 
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Overview of Scenarios and Approach 

To quantify the potential efficiencies of operating a unified water and wastewater utility within 
the public works department, the revenues and costs for water and wastewater service were 
forecast under various scenarios.  While this study primarily focuses on the financial forecast 
for the various utility options, it also considers the net impact on the City’s General Operations. 
The latter is an efficiency separate from the utilities and is an additional efficiency to the 
residents of Shoreline. 

With City operation of the water and/or wastewater service, a new utility will be set up within 
the existing City structure.  The revenues and costs associated with the utility will be tracked 
separately from all other departments.  For purposes of this study it was assumed that a single 
utility with a combined budget would be used, however, the City may choose to set up a 
structure with two distinct utilities, each with their own budget.  The utility budget will include 
direct costs that apply only to utility staff and expenses.  In addition, they will be allocated a 
portion of any shared expense items for the City. 

The revenues and costs for both water and wastewater service within the City were forecast 
under various scenarios and compared to one another.  Efficiencies were identified for those 
cases where one or more of the utilities were combined into the City's public works 
department.  Overall benefits associated with utility unification options were compared to one 
another as well as being assessed in terms of their potential impacts on the City and its 
residents.  Both quantifiable financial benefits as well as non-financial, or qualitative benefits 
are considered in this study. 

This section identifies the scenarios that were considered and provides an overview of the 
approach taken.  Details associated with the analysis and the results are provided in subsequent 
sections. 

Identification of Options 

Four scenarios were examined in this study, with the difference between the options 
quantifying the potential cost savings due to expected efficiencies.  The following describes the 
four options considered: 

Option 1: Independent Operation of Utilities 

This option is the baseline scenario case where the all three utilities are operated 
independently as they are now, and not by the City.  This case is used as a starting point to be 
able to identify the savings associated with unification of the utilities.  Differences between 
option 1 and the other options allow efficiencies to be quantified.  Because there is an 
agreement between RWD and the City for assumption of the wastewater utility, this option is 
used only for comparison purposes.   
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Option 1a: SPU Service Area Operated by the City 

This option is a modification of independent operation of all three utilities, but reflects the case 
where the City acquires the SPU service area in 2020 as planned.  Both RWD and NCWD 
continue to operate as is for the foreseeable future.  This case is used to identify the savings 
associated with the SPU acquisition by itself.  Because there is an agreement between RWD and 
the City for assumption of the wastewater utility, this option is used only for comparison 
purposes.   

Option 1b: RWD Service Area Operated by the City 

This option is a modification from Option 1 in that the RWD is assumed to occur in 2018 with 
the City operating the wastewater utility.  This option assumes that the SPU water acquisition 
does not occur, it also case reflects operations during the two years prior to the SPU 
acquisition.  As with Option 1, it is prepared for comparison purposes so that the savings 
associated with the RWD assumption can be identified separately from the SPU acquisition.   

Option 2: City Operates Unified SPU and RWD Service Areas 

The City has long recognized there will be efficiencies associated with assuming the RWD and 
the SPU service areas.  A comparison of Option 2 to the baseline Option 1 allows for a direct 
measurement of the anticipated efficiencies and benefits to Shoreline residents.  The RWD 
assumption is to occur at the end of the franchise agreement in October 2017.  For purposes of 
this study the year 2018 was used as the starting point for comparing the options, with most 
analysis starting in the year 2020.  The City will acquire the utility in its entirety, including all 
buildings and staff.  Because this action occurs prior to the SPU acquisition in 2020, there will be 
two years where the wastewater utility continues in a similar fashion as it does now, with 
efficiencies identified primarily on the administrative side.  When the City begins operating the 
water utility in 2020, it is expected that efficiencies will be seen on the operations and 
maintenance side. 

Option 3: City Operates Unified SPU and RWD Service Areas, adds NCWD in 2028 

The current franchise agreement with NCWD runs through the end of 2027.  The City will have 
the right to assume the portion of the water service area within the City at that time.  This 
option assumes that will occur with a start date of 2028.  It is assumed under this option that 
the City would assume the distribution facilities and customers but that the NCWD would either 
continue to exist to serve the Lake Forest Park customers, or the city of Lake Forest Park could 
assume the remaining balance of the NCWD. In either case, this study assumes the system 
would not be physically separated and Inter-local Agreements would be executed to share 
billing information as a means to distribute the cost of operations and maintenance. Therefore, 
this study will assume a conservative approach where the buildings and staff would not be 
transferred to the City.  The City would, however, take on the obligations of the pro-rata share 
of the wholesale water contract and the debt service. 
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Option 4: City Operates Unified SPU, RWD and NCWD Service Areas 

Option 4 is a full unification of the three utilities by the year 2020.  It is assumed for purposes of 
this study that the City could come to agreeable terms with NCWD to acquire the utility in its 
entirety.  This option would assume the City acquires all buildings and staff, along with the 
water contract and debt.  No specific assumptions were made with respect to the portion of the 
utility outside of the City, however, only the revenues and costs for the portion of the service 
area within the City were included in the analysis. 

This study is designed to provide an estimate of efficiency savings associated with the various 
options to assist the City in making decisions about how to proceed with respect to utility 
unification.  The legal and contractual requirements for assumption of RWD or NCWD are not 
considered as part of this study and would need to be considered in addition to the financial 
impacts.  In addition, several simplifying assumptions were made in order to provide 
comparable analysis for each option.  The City recognizes that some issues are more complex 
than presented in this study and that additional work will be required to implement utility 
unification.   

Approach for the Financial Analysis 

For all four scenarios, the expected revenues and costs for the period 2020 through 2040 were 
forecast.  To alleviate any differences between the inflation rates used by different sources, all 
of the analysis was done in 2014 dollars.  This allows items to be readily compared to today’s 
costs and makes real changes in costs and revenues from year to year more transparent.    

The revenues and costs for the SPU service area were based on the 2012 financial analysis 
completed for the City in 2012.  Because those revenues and costs were provided in nominal 
dollars, the amounts in each year were discounted back to 2014 dollars using the assumed 
inflation rate for that study. 

Revenues and costs for RWD were based on the 2014 budget for the district.  CIP projections 
were based on the RWD Comprehensive Plan.  Growth in the number of customers was 
standardized to the growth rates used for the City in the 2012 analysis for the SPU service area.  
Based on the 20-year forecast for RWD it was determined that rates would be sufficient to 
meet the costs and CIP needs of the utility as long as both rates and costs increase at the rate of 
inflation without any increases in real terms.  The assumptions and resulting revenues and costs 
were reviewed by RWD staff to ensure the financial forecast was appropriate. 

Revenues and costs for NCWD were based on the 2013 budget for the district.  CIP projections 
were based on the 2011 NCWD Comprehensive Plan.  Growth in the number of customers and 
water consumption was standardized to the growth rates used for the City in the 2012 SPU 
Study.  Based on the 20-year forecast for NCWD it was determined that the district would need 
to increase rates 1% above the rate of inflation for the years 2026 to 2030 in order to cover 
costs and leave an adequate reserve level.   
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Once the revenues and costs were projected for each utility separately, they were added 
together to develop the revenues and costs for the Option 1 baseline scenario.   

As a starting point it was assumed that rate levels and revenues were the same regardless of 
the option.  While one of the goals of utility unification is to reduce costs for utility service, and 
thereby potentially reduce the water and wastewater rates paid by customers, this study sets 
out to quantify the savings associated with combining utilities.  Once the savings are quantified 
they can be examined in terms of how they may impact rates in the future.  

To determine the costs for the various options, cost efficiencies were identified and subtracted 
from the sum of the costs of the individual utilities.  In order to quantify the efficiency gains, a 
general plan for operating a combined utility within the City’s public works department was 
developed.  Note that this plan was developed for purposes of this study and provides a broad 
approach.  However, much more detail will be developed in order to provide a smooth 
transition when the unification of the utilities occurs.   

Cost efficiencies were broken down between Direct Utility savings and General Operations 
savings.  Direct Utility savings include items that are no longer required as a result of combining 
the utilities and reflect savings in staff levels and other expenses.  General Operations savings 
reflect efficiencies between the new water/wastewater utility and the other departments in the 
City.  These items reflect existing costs that are allocated to the new water/wastewater utility, 
thereby reducing the allocation of those costs to other departments within the City.  Cost 
savings will be addressed in more detail later in this report, along with the potential impacts 
associated with the Direct Utility and General Operations savings. 
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Projected Base Case Revenues and Expenses 

To determine the financial results of the various scenarios used in this study, the revenues and 
costs were projected for the 2020 to 2040 period.  This section will address the methodology 
and sources of data used to project the revenues and costs for each of the three separate 
utilities.  The sum of the costs for the three utilities reflects the results for Option 1.  This is the 
starting point to determine the cost savings associated with utility unification. 

Cost efficiencies will occur as a result of combining operations of the utilities, leading to 
reduced expenses for the utilities when compared to Option 1.  Cost efficiencies are identified 
and discussed in the following two sections.  The resulting efficiencies are incorporated in the 
expenses and resulting financial forecast for Option 2, 3 and 4.  Those findings are discussed 
later in this report.   

SPU Service Area 

The City examined the viability of acquiring and operating the SPU service area within the City 
limits in 2012.  The 2012 SPU Report prepared by EES Consulting included a detailed forecast of 
revenues and expenses associated with operating the utility.  Those results are incorporated 
into this study. 

Revenues were based on the assumption that rates would remain the same as those projected 
for SPU.  The City has committed to keeping rates at or below the level that would otherwise be 
charged by SPU.  Rates for SPU were based on rates projected by SPU in the short-term and 
based on average historic rate increases over the long-term.  The number of customers was 
forecast based on published growth rates for the City and average use per customer was based 
on SPU’s own projections.  The resulting growth rate for total water consumption ranges from 
0.2% to 0.4% per year. 

In the scenarios where SPU continues to operate the water service area within Shoreline, the 
expenses were assumed to equal the revenues for the service area.  The revenues in this case 
would be consolidated with all other SPU revenues to cover the costs of the entire system.  A 
portion of those revenues would flow through to the Seattle General Fund, without any benefit 
to Shoreline residents. 

In the case where the City operates the service area, costs for operating the new water utility 
were based on the 2012 Engineering Report that examined the required separation costs; the 
staff required and associated salaries, upfront vehicle and equipment costs and long-term 
capital improvements required.   

A financial model compared the revenues to costs for the 2020 to 2040 period.  The net 
revenues from that model were assumed to either pay for a main replacement program or to 
reduce rates over time.  For purposes of this report the entire amount was assumed to pay for 
main replacements over time so that the CIP projection was the same for each of the scenarios.   
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Because the financial results of the 2012 Report were in nominal dollars, all line items were 
discounted back to 2014 dollars using the assumed 4.6% cost escalator used in that study.   

The following Table provides a summary of the revenues and costs for the 1st year of the 
analysis.  The detailed financial tables showing annual data are provided in Appendix E. 

Table 1 
Financial Results for 2020 with City Operation of the SPU Service Area 

 2020 

Total Revenues $11,407,719  

Expenses  

Wholesale Water Supply/Treatment $2,754,233  

Non-Supply O&M   

Labor $1,450,145  

Materials & Supplies $721,768  

Employee Benefits $580,768  

Administrative  $1,185,099  

State Tax Expense $570,943  

City of Shoreline Tax Expense (franchise fee) $681,181  

Total Operating Expenses $7,943,426 

Debt payments – Initial $2,337,942  

Cash Funded CIP  $1,126,352 

Total Expenses (with Debt & CIP) $11,407,719 
 
Consistent with the 2012 SPU Report, the SPU water rates are projected to increase by 0.4% per 
year in real terms.  The wholesale rate for water purchases are projected to decrease by 1.1% in 
real terms.  This decrease is due to the fact that the majority of the costs for water supply are 
related to the large capital investment and there is sufficient capacity to meet expected growth.  
Operating costs are expected to increase at the rate of inflation only, reflecting no change in 
real dollars.  State utility taxes were applied at a rate of 5.029% and a City of Shoreline utility 
tax of 6.0% was applied to replace the existing franchise fee already included in the SPU rate. 
 
Ronald Wastewater District 

To project the financial results for RWD as an independent utility through 2040, the budget 
provided by RWD for 2014 was used as the starting point.  In addition the 2010 Comprehensive 
Plan was used and historic financial reports were examined.   

Revenues for 2014 reflect a recent $1.00 reduction in the monthly rate.  Rates were assumed to 
increase at the rate of inflation.  Growth of 0.3% to 0.4% per year to reflect an increase in the 

8a-27



ATTACHMENT A 

SHORELINE UTILITY UNIFICATION AND EFFICIENCY STUDY  14 

number of customers was applied to the revenue projections.  These growth levels were taken 
from the 2012 SPU Report. 

For costs associated with sewage treatment are collected in a separate charge on the bill rather 
than included in the basic rate charged by RWD.  It was assumed that treatment charges would 
stay the same in real terms.  Growth rates were also applied to reflect the added treatment 
required for the assumed growth in customers.   

All other operating costs for RWD were assumed to remain the same in real terms.  Expenses 
related to the franchise fee paid to the City were also included.  RWD currently has zero debt.  
Annual CIP levels were based on net operating revenues, which are consistent with the 2010 
Comprehensive Plan and are projected to remain in the range of $1.1 million per year in real 
terms through 2040.  It was assumed that a reserve balance of $3 million would be available at 
the time of the assumption in 2018 and would remain at the level through 2040.  This reserve 
level would be available for any unexpected CIP requirements for RWD. 

Table 2 provides the financial results for RWD in 2020. 

Table 2 
Financial Results for 2020 for RWD 

Revenues  
Rate Revenues (includes taxes) $3,342,202 
Wholesale Treatment Revenue (includes taxes) $10,381,959 
Misc. Revenues $371,215 
Capital Contributions $515,285 
   Total Revenues $14,611,662 
  
Expenses  
Wholesale Water Supply/Treatment $9,864,497 
Non-Supply O&M  

Labor $1,038,336 
Materials & Supplies $145,500 
Employee Benefits $416,534 
Administrative  $1,129,703 

City of Shoreline Tax Expense (franchise fee) $823,510 
Total Operating Expenses $13,418,080 
Debt payments - Initial $0 
Cash Funded CIP - Ongoing $1,193,582 
Total Expenses (with Debt & CIP) $14,611,662 
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North City Water District 

To project the financial results for NCWD as an independent utility through 2040, as with RWD, 
the budget provided by NCWD was used as the starting point.  In this case the budget was for 
2013 as NCWD did not produce a budget for the current year.  In addition the 2011 
Comprehensive Plan was used and historic financial reports were examined.   

Revenues for 2013 were used as the starting point.  Rates were initially assumed to increase at 
the rate of inflation.  Once all of the costs were projected it was clear that there would be a 
shortfall in revenues in future years.  In this case a 1% real rate increase was applied each year 
from 2026 to 2030.  This rate increase was necessary to retain adequate reserve levels and 
cover the costs of projected capital needs.  Also, some of the CIP expenditures were assumed to 
be covered by the existing reserve fund in the early years.  Because rates are based on both 
meter charges and consumption charges, the growth associated with customers and usage 
rates used in the 2012 SPU Report were applied to NCWD revenues.  While the number of 
customers and commercial water use were expected to increase, use per residential customer 
was forecast to decline over time.  The resulting combined growth ranged from 0.1% to .03% 
per year.  Revenue projections include the amount of the franchise fee collected in bills. 

As in the 2012 SPU Report, rates for wholesale water purchases were forecast to decrease by 
1.1% per year in real terms.  The growth in total water usage was applied to the wholesale 
purchase amount as well.   

All other operating costs for NCWD were assumed to remain the same in real terms.  NCWD has 
an annual debt service payment of $575,000 in 2020.  Expenses related to the franchise fee 
paid to the City were also included.  Annual CIP levels were taken from the 2011 
Comprehensive Plan and are projected to remain the same in real terms through 2040.  It was 
assumed that there is a reserve level of $8 million in 2014 based on NCWD’s financial 
statements, with roughly $4 million remaining in 2020. 

Once all of the revenues and expenses were projected, an adjustment was made to reflect the 
percent of NCWD that is within the City limits.  Based on 2012 and 2013 actual sales, the 
percent of water sold within the City was 77% of the total for the District.  The remaining sales 
are within the City of Lake Forest Park.  The 77% was applied across the board to all revenues 
and costs.  While we recognize that this is a very simplistic assumption, it was appropriate for 
this initial examination of assuming NCWD at a later time.  If the City proceeds with an 
assumption of NCWD it would be appropriate to conduct a more thorough examination of the 
split of sales, revenues, physical assets and operating costs between the two Cities.   

Table 3 provides the financial results for NCWD in 2020, adjusted to reflect 77% of revenues 
and costs. 
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Table 3 
Financial results for 2020 for NCWD Within the City of Shoreline 

Revenues  
Rate Revenues (includes taxes) $4,405,194  
Misc. Revenues $114,206  
Capital Contributions $177,433  
   Total Revenues $4,696,833  
  
Expenses  
Wholesale Water Supply/Treatment $1,069,573  
Non-Supply O&M  

Labor $806,878  
Materials & Supplies $428,076  
Employee Benefits $337,183  
Administrative  $977,577  

City of Shoreline Tax Expense (franchise fee) $264,312  
Total Operating Expenses $3,883,597  
Debt payments - Initial $442,939  
Cash Funded CIP - Ongoing $370,296  
Total Expenses (with Debt & CIP) $4,696,833  
 
CIP Budget $773,388  
Available from Cash $370,296  
Available from Reserve Fund $403,092  

 
Three Utilities Combined 

Once the financial results were projected for the three utilities operated independent of one 
another, the associated revenues and costs were summed together to provide a baseline 
comparison to a unified utility.  This reflects a simple summation using the portion of NCWD 
within the City limits, and the financial results for 2020 are shown in Table 4. 
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Table 4 
Financial Results for 2020 for Three Utilities Combined 

Revenues  
Rate Revenues (includes taxes) $19,101,409  
Wholesale Treatment Revenue (includes taxes) $10,436,665  
Misc. Revenues $485,421  
Capital Contributions $692,718  
   Total Revenues $30,716,213  
  
Expenses  
Wholesale Water Supply/Treatment $13,688,303  
Non-Supply O&M   

Labor $3,295,358 
Materials & Supplies $1,295,343  
Employee Benefits $1,333,775 
Administrative  $3,292,378  

State Tax Expense $570,943  
City of Shoreline Tax Expense (franchise fee) $1,769,002  
Total Operating Expenses $25,245,103 
Debt payments - Initial $2,780,881  
Cash Funded CIP - Ongoing $2,690,230  
Total Expenses (with Debt & CIP) $30,716,213  
  
CIP Budget $3,122,226  
Available from Cash $2,690,230  
Available from Reserve Fund $403,092  

 

As the table shows, the combined revenue for the three utilities is roughly $31 million.  The 
largest expense is wholesale water and treatment costs at almost $14 million.  Utility taxes and 
franchise fees make up another $2 million.  The total amount for internal costs is roughly $9 
million in 2014 dollars.  Debt service and CIP amounts are roughly $6 million per year. 

To determine the financial results of the scenarios with unified utilities, it was necessary to look 
at reductions in labor and other cost categories.  The next section addresses the staffing levels 
with unification and the resulting cost savings.  That is followed by a section related to other 
direct and cost savings.  Those savings are then incorporated into the financials for the 
combined utilities. 
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Staffing Levels and Related Savings 

It is expected there will be savings in staffing levels associated with unified utility operations, 
particularly with respect to management and administrative functions.  To project the savings 
in staffing costs, the staff required under the various scenarios was identified.  The first step 
was to identify the staff and associated costs with the three independent utilities.  From there, 
staff levels under the combined utilities were developed with the assumption, in some cases, 
that staff from the existing utilities would be transferred to the City at the time of assumption.  
The difference between the staff levels and costs for the three independent utilities were 
compared to the various options to calculate the cost savings associated with salaries and 
benefits. 

Currently the City has a seven-person elected City Council as its governing body.  Within those 
seven members, a Mayor and Deputy Mayor are chosen.  The City Manager reports directly to 
the City Council and oversees all City staff.  Several Directors manage the various City 
departments and report to the City Manager, including the Public Works Director and the 
Administrative Services Director. For the City operation of one or more of the existing utilities, 
the overall structure will fit within the current Public Works Department.  It is expected that 
several of the staff dedicated to the utility function will reside within the Administrative 
Services Department.   

Many of the functions required for the water utility, particularly within the administrative and 
general function, can be managed with existing City departments and staff.  Because those 
functions are needed for other City responsibilities, it is best to use the existing expertise for 
efficiency, coordination and consistency.  Those functions will be referred to as Shared Services 
within this report.  The City currently conducts an overhead allocation of these various Shared 
Services to different departments and the water/wastewater utility will be included in this 
allocation at the time of initial operation.   
 
This section of the report will address only those staff assigned directly to the utility function.  
Costs for the staff providing shared services within the City will be addressed in the next section 
related to the allocation of shared services costs. 
 
Option 1 Staffing 

Option 1 is the base case and includes the staff for the City operation of the SPU service area as 
projected in the 2012 SPU Report.  Added to this was the existing staff for RWD and NCWD.  
While the staffing for the SPU service was provided for each position, the staff levels and costs 
for RWD and NCWD were split into four categories:  management, administrative, planning & 
development, and maintenance.   

The following provides information for each of the three utilities.  In the case of the SPU service 
area staffing, each position was assigned in either the Public Works Department (PWD) or the 
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Administrative Services Department (ASD).  Organizational charts that correlate with the SPU 
service area staffing along with the unified utility options can be found in Appendix A. 

It is important to note that in the case of the SPU service area, the specific positions and 
organizational structure has changed slightly from what was used in the 2012 SPU Study.  It is 
projected that 23 FTEs will be required for the operation of the new water utility.  Four of the 
positions are allocated 50% to the water utility, with the remainder allocated to the Street and 
Surface Water Departments.   

Management positions include two existing positions within the Public Works Department and 
two new positions.  Existing positions include a Business Manager reporting directly to the 
Public Works Director and a Utility Resource Manager reporting to the existing Operations & 
Utility Manager.  The two new management positions include a Maintenance Supervisor 
reporting to the Operations & Utility Manager and an Office Manager reporting to the 
Administrative Service Director.  The Business Manager, Utility Resource Manager and 
Operations & Utility Manager are allocated 50% to the new water utility.  Another 13.5 
positions are included on the PWD side for various operations and maintenance positions, and 
seven positions are added on the ASD side. 

For the new water utility serving the SPU service area, the listing of positions and the resulting 
salary and benefit costs are shown in Table 5. 

Table 5 
Staffing for New City Water Utility (SPU Service Area) 

2014 Dollars 

Classification Title Department Required 
Staff Total Salaries & Benefits 

Utility Resource Manager PWD 0.5 $90,353  

Business Manager PWD 0.5 $90,353  

Maintenance Superintendent PWD 0.5 $65,461  

Pipeline Maintenance Supervisor PWD 1 $117,812  

Lead Field Crew Worker PWD 4 $418,808  

Field Crew Worker PWD 4 $290,839  

Field Crew Helper PWD 2 $141,250  

Buyer/Warehouse Technician ASD 1 $72,710  

GIS/Asset Mgmt Technician PWD 0.5 $48,264  

Water Quality Technician PWD 1 $90,878  

Utility Permit Tech PWD 1 $72,710  

Office Manager ASD 1 $98,676  

Meter Readers ASD 2 $141,250  

Administrative ASD 4 $290,839 

Total   23 $2,030,202  
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For the existing RWD staffing, there are a total of 15 positions.  Positions are shown in 
categories rather than individual positions.  Details are provided in Table 6. 

Note that in the case of Option 1a, where the City assumes and operates RWD without the SPU 
acquisition, the existing RWD staff would be placed in the PWD and ASD.   

Table 6 
Existing Staffing for RWD 

2014 Dollars 

Classification Title Department Staff Total Salaries & Benefits 

Management   3 $419,932  

Administrative   4 $281,364  

Planning & Development   2 $180,721  

Maintenance   6 $572,853  

Total   15 $1,454,870  

 

For NCWD, there are 14 existing staff.  Details are provided in Table 7. 

Table 7 
Existing Staffing for NCWD 

2014 Dollars 

Classification Title Department Staff Total Salaries & Benefits 

Management   2 $301,528 

Administrative   4 $362,793 

Maintenance   8 $821,472 

Total   14 $1,485,793 

 

When SPU and RWD are combined, the total staffing level is 38 FTE for a cost of $3.5 million.  
When all three utilities are added together, there are a total of 52 FTE with a total cost of nearly 
$5 million.  This is the starting point for the comparison of the other options to determine the 
savings associated with salaries and benefits. 

Option 2 Staffing 

Option 2 combines the SPU and RWD systems into a joint water/wastewater utility within the 
City.  It was assumed that staff will work together on both the water and wastewater facilities.  
The City will be assuming all of the staff for RWD in 2018 and those staff will operate the 
wastewater utility until the SPU acquisition in 2020.  The organizational structure will be similar 
to that set up for the SPU water utility, however, the allocation of FTE for the shared employees 
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will increase from 50% to 70% to reflect the operation of both water and wastewater utilities. 

Staff from RWD was not assigned to particular positions within the organizational chart, 
however, salaries will remain the same and general responsibilities will be similar.   

Additional staff will be added for the 2020 SPU acquisition, including 1 management position, 8 
maintenance staff, a water quality technician, 2 administrative staff and 2 meter readers.  The 
details are provided in Table 8. 

Table 8 
Staffing for Option 2 – Combined Water/Wastewater Utility (SPU and RWD Service Area) 

2014 Dollars 

Classification Title Department Staff Total Salaries & 
Benefits 

Staff Moved from RWD       

Management PWD 2 $279,955  

Planning & Development PWD 2 $180,721  

Maintenance PWD 6 $572,853  

Management ASD 1 $139,977  

Administrative ASD 4 $281,364  

New Staff for Water in 2020       

Management PWD 1 $149,184  

Maintenance PWD 8 $673,485  

Water Quality Technician PWD 1 $90,878  

Meter Readers ASD 2 $141,250  

Administrative ASD 2 $154,494 

Total   29 $2,664,161  

 
With the unified utility, the staff requirements are estimated at 29 FTE at a cost of $2.6 million.  
This is a reduction of 9 positions that are primarily management and administrative positions 
due to the efficiency of operating on a combined basis.  The total savings in salaries and 
benefits is $820,000 per year in 2014 dollars. 
 
Option 3 Staffing 

Option 3 is the same as Option 2 until the year 2028 when the NCWD service area within the 
city limits is assumed.  For this option, it is assumed that the City would assume the distribution 
facilities associated with the service area but would not acquire any of the staff for the utility 
nor the office buildings as they would be needed to operate the remaining portion of the utility.  
Adding this service area would be an expansion of roughly 50% compared to the SPU service 
area.   
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To operate and maintain that expansion, a total of 6 staff were added for 2028, including 4 
maintenance staff, one meter reader and 1 administrative staff.  The total staff would be 35 in 
the year 2028. 

Table 9 
Staff for Option 3 

2014 Dollars 

Classification Title Department Staff Total Salaries & 
Benefits 

Staff Moved from RWD       

Management PWD 2 $279,955  

Planning & Development PWD 2 $180,721  

Maintenance PWD 6 $572,853  

Management ASD 1 $139,977  

Administrative ASD 4 $281,364  

New Staff for Water in 2020       

Management PWD 1 $149,184  

Maintenance PWD 8 $673,485  

Water Quality Technician PWD 1 $90,878  

Meter Readers ASD 2 $141,250  

Administrative ASD 2 $154,494 

New Staff for Expansion in 2027       

Maintenance PWD 4 $336,743  

Meter Readers ASD 1 $70,625  

Administrative ASD 1 $72,710  

Total   35 $3,144,239  

 
Total numbers for the combined utilities are not readily comparable to the total of the three 
independent utilities as this option does not include the entire NCWD service area.  After 
accounting for the 77% share of the NCWD salaries and benefits, the savings for Option 3 
include $820,000 from 2020 through 2027 and $1.6 million in 2028 and beyond. 
 
Option 4 Staffing 

Option 4 assumes a unification of all three utilities at the same time.  This option can only be 
achieved with the cooperation of NCWD as the City does not have the right to assume that 
service area until 2028.  With this option, the City would negotiate with NCWD to fold the utility 
into the City for the benefit of the NCWD customers.  In this case it was assumed that the City 
would assume the entire utility, including staff and facilities.  The portion of the service area 
within the City of Lake Forest Park would be assigned to them, again on a negotiated basis.  For 
purposes of this study, it was assumed the City of Shoreline would operate and maintain the 
service area for the City of Lake Forest Park on a contract basis, until such time as they could 
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operate it on their own.  The revenues for that contract would be equal to 23% of the costs for 
the utility and therefore 77% of the costs would be included for the City of Shoreline and 
included in the financial results. 

In this case the staff for RWD and NCWD was assumed to be included.  Additional staff was 
added to reflect the same total number of 35 staff for Option 3 in 2028. 
 
As with Option 2, specific staff from RWD and NCWD was not assigned to specific positions but 
were kept at current salaries and with similar responsibilities.  Note that 1 of the 4 
administrative staff from NCWD were assumed to be transferred to the City but would fill open 
positions in departments other than the new water/wastewater utility and therefore their costs 
were not included.  Additional staff that would need to be added includes 5 maintenance 
workers and 2 meter readers. 
 
The total staffing levels for Option 4 are shown in Table 10. 
 

Table 10 
Staff for Option 4 

2014 Dollars 

Classification Title Department Staff Total Salaries & Benefits 

Staff Moved from RWD       

Management PWD 2 $279,955  

Planning & Development PWD 2 $180,721  

Maintenance PWD 6 $572,853  

Management ASD 1 $139,977  

Administrative ASD 4 $281,364  

Staff Moved from NCWD       

Management PWD 1 $150,764  

Maintenance PWD 8 $821,472  

Management ASD 1 $150,764  

Administrative ASD 3 $272,095 

New Staff for Water in 2020       

Maintenance PWD 5 $353,125  

Meter Readers ASD 2 $141,250  

Total   35 $3,344,339 

 
Given the combined operations of all three utilities, total savings are similar to what is achieved 
in Option 3 by the year 2028.  The savings would, however, would begin in 2020 and therefore 
provide benefits over a much longer time period.  Total savings in salaries and benefits for this 
option are roughly $1.6 million per year. 
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Non-Staff Efficiencies and Related Savings 

While the efficiencies related to more efficient staffing with unified utilities was discussed in 
the previous section, there are additional savings associated with contracts, overheads and 
capital related items.  Those savings are identified in this section and are broken down between 
direct utility savings and general operations savings.  Direct utility savings would reduce the 
expenses associated with the water/wastewater utility and would reflect the separate financials 
of the new utility.  General operations savings would in some cases reflect a sharing of staff and 
overhead costs from existing City departments with the new utility, thereby reducing costs for 
those other departments.  Additional savings would result in cases where the existence of the 
new utility would allow a reduction in the outsourcing contract costs for other departments.   

Identification of Direct Utility Savings 

Direct utility savings will occur due to the unification of utilities and were identified from the 
RWD and NCWD current expenses or the assumed expenses for the SPU utility.  The savings for 
those three utilities were included in the total depending on what utilities were included in the 
particular Option.   

In the case of the SPU service area, there are no costs directly assigned to the portion of the 
service area within the City limits.  It was therefore assumed that the expenses associated with 
the service area equal the revenues for the service area.  Without the detailed expenses for 
SPU, the total cost to be recovered through revenues was compared to the City’s expected total 
costs for operating the service area.  This differs from the savings identified for unification with 
RWD and NCWD, which were identified on the basis of detailed budgets for those two Districts.   

For RWD, it was assumed that certain non-payroll expense items would be fully or partially 
offset.  This included 100% of the costs for utilities and building maintenance as the RWD 
buildings would be sold, 100% of the costs associated with the District Commissioners and 
elections, 100% of legal and financial consulting expenses and 100% of certain bank fees.  Also 
included were 50% of the costs for most office expenses, administrative costs, advertising and 
public relations and engineering.  These cost savings are expected not because those functions 
are not needed, but because the functions will be provided by the City.  The costs for those 
services will be assigned to the new utility with the Shared Services allocation, and in some 
cases it was assumed there will be efficiencies in items such as planning for a combined utility 
as opposed to two separate utilities.  There were no savings estimated from the materials and 
supplies cost for the operation and maintenance of the utility facilities.  The resulting savings 
for the identified items is approximately $600,000 in 2014 dollars.   

The next direct savings for RWD would be the value of the buildings to be sold.  Based on the 
book value of the facilities, the value was estimated at $2.3 million dollars.  It is likely this 
amount could offset other capital costs required for the new water/wastewater utility and 
therefore the value was amortized over 20 years, resulting in a savings of $115,000 per year. 
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For NCWD, the expense savings were similar to RWD and included 100% of legal fees, utilities 
and phone service.  Note that contracted legal fees were eliminated on a direct basis but would 
be included in the allocation of Shared Services from the City as the City has its own legal 
department.  Other expenses were reduced by 50%, including consultants, insurance, office 
expenses, dues/memberships and public communications.  Total administrative savings for 
NCWD is estimated at $460,000 for the portion to be served by the City. 

As with RWD, the NCWD buildings would be sold and the value was identified as $6.6 million 
based on the capital amounts designated for the new office and maintenance buildings found in 
the 2011 Comprehensive Plan for NCWD.  When amortized over 20 years, this equates to a 
savings of $330,000 per year. 

On the SPU water side, capital costs for required vehicles were included in the 2012 SPU 
Report.  Given the existing vehicles for RWD and NCWD, certain vehicles added for SPU could 
be eliminated.  With RWD’s vehicles the savings were $240,000 in capital cost with an 
equivalent amortization of $12,000 per year.  With NCWD’s vehicles there was an additional 
savings of $346,000 in capital and a corresponding reduction of $17,000 when amortized over 
20 years. 

Summary of Direct Utility Savings 

The following tables summarize the direct utility benefits associated with each option.  Note 
that direct savings include the salary and benefit savings identified in the previous section as 
well as those items identified in this section.  Savings are also summed over the 2020 through 
2040 period to reflect the total value over time.  Because all numbers are in 2014 dollars they 
did not have to be discounted to reflect inflation in order to calculate total numbers. 

Table 11 
Direct Utility Savings for Option 1a – City Operates the SPU Service Area 

2014 Dollars 

Savings Summary 2020 2028 2040 Total 2020-2040 
Total Direct Savings $0 $944,853 $2,757,461 $26,513,829 

 
With Option 1a, where the City acquires and operates the SPU service area, direct savings are 
$26.5 million over the 2020-2040 period.  These savings may include staff savings as well as 
other items however there is insufficient data from SPU to further segregate the types of 
savings associated with the new utility. 
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Table 12 
Direct Utility Savings for Option 1b – City Operates the RWD Service Area 

2014 Dollars 

Savings Summary 2020 2028 2040 Total 2020-2040 
Salaries & Benefits Savings $0 $0 $0 $0 
Administrative & Contract Savings $628,000 $628,000 $628,000 $13,188,000 
Amortization of Capital Items $115,000 $115,000 $115,000 $2,415,000 
Subtotal Direct Savings $743,000 $743,000 $743,000 $15,603,000 
Incremental Cost in Shared Services 
Allocation -$507,730 -$507,730 -$507,730 -$10,662,323 
Net Direct Savings $235,270 $235,270 $235,270 $4,940,677 

 

With RWD alone, savings to the RWD budget are roughly $740,000 per year.  These reductions 
are replaced in part by the Shared Service allocation of roughly $500,000 per year.  The 
resulting net benefit is roughly $250,000 per year or $5 million through the year 2040. 
 

Table 13 
Direct Utility Savings for Option 2 – City Operates Unified SPU and RWD Service Area 

2014 Dollars 

Savings Summary 2020 2028 2040 Total 2020-2040 
Salaries & Benefits Savings $820,911 $820,911 $820,911 $17,239,136 
Administrative & Contract Savings $628,000 $628,000 $628,000 $13,188,000 
Amortization of Capital Items $127,035 $127,035 $127,035 $2,667,741 
Subtotal Direct Savings $1,575,947 $1,575,947 $1,575,947 $33,094,877 
Incremental Cost in Shared Services 
Allocation -$164,631 -$164,631 -$164,631 -$3,457,259 
Net Direct Savings $1,411,331 $1,411,331 $1,411,331 $29,637,617 

 
When the SPU and RWD operations are combined, the savings to the utility increase.  Savings 
are initially $1.5 million per year.  This is offset by an incremental amount of $160,000 for the 
shared services allocation with the two utilities combined.  Only the incremental cost of this 
allocation is included here because there is already an allocation of $1.1 million included in the 
operating costs for the SPU service area.   Also, these savings are meant to reflect the savings 
associated with unifying the utilities.  Therefore the total in Table 13 excludes the savings 
associated with the SPU acquisition alone.  Those savings have been identified for use in an 
extensive mains replacement program and therefore are not included here.  However, they are 
included later when the full financial impacts of the various options are considered. 
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Table 14 
Direct Utility Savings for Option 3 – City Operates Unified SPU and RWD, Adds NCWD in 2028 

2014 Dollars 

Savings Summary 2020 2028 2040 21-Year Total 
Salaries & Benefits Savings $820,911 $1,595,312 $1,595,312 $27,306,347 
Administrative & Contract Savings $628,000 $1,091,000 $1,091,000 $19,207,000 
Amortization of Capital Items $127,035 $127,035 $127,035 $2,667,741 
Subtotal Direct Savings $1,575,947 $2,813,347 $2,813,347 $49,181,088 
Incremental Cost in Shared Services 
Allocation -$164,631 -$382,799 -$382,799 -$6,293,432 
Net Direct Savings $1,411,331 $2,430,549 $2,430,549 $42,887,655 

 

Under Option 4, savings to the utility are $1.4 million per year prior to the addition of the 
NCWD service area.  Afterwards, the savings increase to $2.4 million per year, with a total 
savings of $43 million by the year 2040. 
 

Table 15 
Direct Utility Savings for Option 4 – City Operates Unified SPU and RWD, Adds NCWD in 2020 

2014 Dollars 

Savings Summary 2020 2028 2040 21-Year Total 
Salaries & Benefits Savings $1,441,235 $1,441,235 $1,441,235 $30,265,926 
Administrative & Contract Savings $1,091,000 $1,091,000 $1,091,000 $22,911,000 
Amortization of Capital Items $474,366 $474,366 $474,366 $9,961,688 
Subtotal Direct Savings $3,006,601 $3,006,601 $3,006,601 $63,138,614 
Incremental Cost in Shared Services 
Allocation -$382,799 -$382,799 -$382,799 -$8,038,770 
Net Direct Savings $2,623,802 $2,623,802 $2,623,802 $55,099,844 

 

Finally, the savings under Option 4 are $2.6 million per year for the entire period.  This results in 
total savings to the combined water/wastewater utility of $55 million through the year 2040. 

The direct savings have been reflected in the financial details associated with each option, but 
they have been allowed to flow through to the reserve fund over time.  The use for those direct 
savings were not identified at this time but they can be used to offset future rate increases, 
increase spending for capital items over time or some combination of the two.  Note that for 
the 2012 SPU Study, it was assumed that revenues were based on SPU rate projections and any 
net cash flow would fund ongoing CIP as well as an extensive mains replacement program.  It 
was discussed in that report that going forward the City could look at the mains replacement 
needs in more detail and determine how much of the net cash flow would be used for capital 
items versus avoiding future rate increases.   
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Identification of General Operations Savings 

General operations savings items are related to savings in other departments within the City.  
Sometimes they represent a reduction in costs due to the fact that a portion of existing costs 
are now allocated to the new water/wastewater utility, meaning that less is allocated to their 
departments.  Sometimes they reflect a cost that no longer exists. 

The first general operations item is the allocation of the Shared Services cost.  An amount of 
$1.1 million was allocated to the new water utility in the 2012 SPU report.  When there are two 
or three unified utilities the allocation increases.  The shared services allocation covers a share 
of the costs from the ASD and other departments to recover the work that is related to the 
utility but not directly assigned through staffing levels or expenses.  This covers items such as 
accounting, legal costs, human resources, use of office space, etc.  An allocation process is 
currently used by the City and is based on factors such as number of staff, revenues, etc.  The 
allocation to the new water utility means that the amounts allocated to other departments will 
be reduced by a corresponding amount.  This item is both a cost to the new utility and a savings 
to other departments. 

Next, the cost of existing employees that will take over certain utility responsibilities in addition 
to their current roles were accounted for.  In this case, there are two existing staff that will have 
a portion of their salary re-assigned to the new utility.  The general operations savings for this 
item is $180,000 with RWD added to the City and $252,000 with both RWD and NCWD added 
to the City.  This item is both a cost to the new utility and a savings to other departments. 

The final general operations item is the cost for contracts held by the City that will no longer be 
needed due to the addition of RWD.  This includes a $95,000 per year reduction in an existing 
contract for vactor truck services and $50,000 per year for a small works contract.  These 
contracts can be reduced substantially because the City will have the equipment and staff to 
provide these services within the new utility. 

Summary of General Operations Savings 

The following tables summarize the general operations benefits associated with each option.  
Savings are summed over the 2020 through 2040 period to reflect the total value over time.  
Because all numbers are in 2014 dollars they did not have to be discounted to reflect inflation 
in order to calculate total numbers. 
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Table 16 
General Operations Savings for Option 1a – City Operates the SPU Service Area 

2014 Dollars 

Savings Summary 2020 2028 2040 
Total 2020-

2040 

Amount of Shared Services Allocation $1,185,099 $1,185,099 $1,185,099 $24,887,076 
Reduction in FTE Assigned to Other 
Departments $180,707 $180,707 $180,707 $3,794,839 
Reduction in City Contracts $0 $0 $0 $0 
Subtotal General Operations Savings $1,365,805 $1,365,805 $1,365,805 $28,681,915 

 
With Option 1a, where the City acquires and operates the SPU service area, general operations  
savings are $1.3 million per year and $28.7 million over the 2020-2040 period.   

 

Table 17 
General Operations Savings for Option 1b – City Operates the RWD Service Area 

2014 Dollars 

Savings Summary 2020 2028 2040 
Total 2020-

2040 

Amount of Shared Services Allocation $507,730 $507,730 $507,730 $10,662,323 
Reduction in FTE Assigned to Other 
Departments $180,707 $180,707 $180,707 $3,794,839 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations Savings $833,436 $833,436 $833,436 $17,502,161 

 

With RWD alone, savings to general operations is $830,000 per year and $17.5 million through 
the year 2040. 
 

Table 18 
General Operations Savings for Option 2 – City Operates Unified SPU and RWD Service Area 

2014 Dollars 

Savings Summary 2020 2028 2040 
Total 2020-

2040 

Amount of Shared Services Allocation $1,349,730 $1,349,730 $1,349,730 $28,344,335 
Reduction in FTE Assigned to Other 
Departments $252,989 $252,989 $252,989 $5,312,774 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations Savings $1,747,719 $1,747,719 $1,747,719 $36,702,109 
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When the City operates both the SPU and RWD service areas under Option 2, the savings to 
general operations increases to $1.7 million per year and $36.7 million through the year 2040. 
 

Table 19 
General Operations Savings for Option 3 – City Operates Unified SPU and RWD, Adds NCWD in 2028 

2014 Dollars 

Savings Summary 2020 2028 2040 
Total 2020-

2040 

Amount of Shared Services Allocation $1,349,730 $1,567,897 $1,567,897 $31,180,508 
Reduction in FTE Assigned to Other 
Departments $252,989 $252,989 $252,989 $5,312,774 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations Savings $1,747,719 $1,965,887 $1,965,887 $39,538,282 

 

For Option 3, general operations savings are initially $1.7 per year and increase to $1.9 million 
once the NCWD service areas are added.  Total savings are $39.5 million through the year 2040. 
 

Table 20 
General Operations Savings for Option 4 – City Operates Unified SPU and RWD, Adds NCWD in 2020 

2014 Dollars 

Savings Summary 2020 2028 2040 
Total 2020-

2040 
Amount of Shared Services Allocation $1,567,897 $1,567,897 $1,567,897 $32,925,845 
Reduction in FTE Assigned to Other 
Departments $252,989 $252,989 $252,989 $5,312,774 
Reduction in City Contracts $145,000 $145,000 $145,000 $3,045,000 
Subtotal General Operations Savings $1,965,887 $1,965,887 $1,965,887 $41,283,620 

 

With the final option, savings are $1.9 million in all years, for a total of $41 million through the 
year 2040. 
 
Looking at the general operations savings, the identified savings would benefit other 
departments within the City.  The reductions to those budgets could allow the reduction of 
other fees charged to residents of the City of Shoreline.  For example, surface water charges or 
property taxes could potentially be reduced as a result of the lower costs that need to be 
recovered by those charges.   

The general operations savings range from $800,000 to $1.9 million per year.  We have not 
separated these savings between the various other departments within the City; however it is 
beneficial to look at the magnitude of the savings relative to the budgets for other 
departments.  Surface Water revenues for 2014 are expected to be roughly $5 million.  
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Revenues from property taxes are roughly $10 million per year.  The total City-wide revenue 
from all sources is in the neighborhood of $34 million per year.  In relation to these totals, it is 
clear that the expected general operations savings will have a significant impact on the charges 
that will need to be collected from other sources. 
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Water & Wastewater Rate Issues 

For purposes of this study, all rates were assumed to be the same regardless of the option 
considered.  This was done to provide a direct comparison between the options and identify 
the savings associated with unification.  This is a simplifying assumption and does not reflect 
the fact that one of the primary goals in considering unification is the ability to reduce costs for 
residents within the City.  It is expected that the savings achieved will be used in large part to 
keep rates low over the next 20 years.  This would likely come in the form of offsetting future 
inflationary rate increases rather than actually reducing the rates in a given year.  These rate 
reductions would be in addition to the amount related to the SPU acquisition that is assumed to 
be used for an extensive mains replacement program.   

In practice, rates will be set for a year or two at a time based on budgeted revenues and 
expenses, including CIP needs.  For the SPU service area it was determined in the 2012 SPU 
Report that maintenance has fallen behind in the City of Shoreline and that additional funds 
were needed to replace and repair the system to the level desired by the City.  For the RWD 
and NCWD service areas, we have not looked at maintenance levels and assume that the CIP 
projections provided in the Comprehensive Plans for the two Districts are appropriate. 

Utility Rate and Bill Comparisons 

For wastewater service, the rate charged by RWD is a flat rate per residential customer and 
does not require detailed analysis.  Larger accounts are charged on the basis of consumption as 
metered by the designated water provider.  For SPU and NCWD, the water rates are based on 
cost of service studies that allocate costs among the various customer classes using standard 
methodologies.  Rates contain both a fixed meter charge and a consumption charge that has an 
inverted block rate structure, with higher rates applies for customer that consume higher 
amounts of water.   

There is a difference between the rate designs for SPU and NCWD.  SPU has a lower customer 
charge and a higher rate per CCF while NCWD collects more in the meter charge.  SPU bills on a 
monthly basis while NCWD bills on a bimonthly basis.  The rate schedules for SPU within 
Shoreline and for NCWD can be found in Appendix D.  There is also a significant difference 
between the system development charges and connection fees charges to new customers 
between the utilities. 

The following tables provide a bill comparison for water customers based on average usage 
amounts within the City.  Generally the rates for NCWD results in bills that are 14-21% lower for 
residential customers and 24% to 29% lower for commercial customers.  This comparison is 
based on 2014 rates and may differ by the year 2020 as both utilities adjust rates in the future. 
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Table 21 
Residential Water Bill Comparison Using 2014 Rates 

Winter Bill    
ccf/month SPU NCWD % Diff 

4 $40.90 $35.10 -14% 
5 $46.95 $37.97 -19% 
6 $53.00 $42.37 -20% 
7 $59.05 $46.77 -21% 

Summer Bill     
 

ccf/month SPU NCWD % Diff 
6 $55.49 $42.37 -24% 
7 $63.18 $46.77 -26% 
8 $70.87 $51.17 -28% 
9 $78.56 $55.57 -29% 

 

Table 22 
Commercial Water Bill Comparison Using 2014 Rates 

Winter Bill       
 

Meter ccf/month SPU NCWD % Diff 
1" 26 $174.50 $153.25 -12% 
2" 60 $392.35 $373.90 -5% 
4" 100 $760.80 $820.60 8% 

Summer Bill       
 

Meter ccf/month SPU NCWD % Diff 
1" 26 $217.14 $153.25 -29% 
2" 60 $490.75 $373.90 -24% 
4" 100 $924.80 $820.60 -11% 

 

  

8a-47



ATTACHMENT A 

SHORELINE UTILITY UNIFICATION AND EFFICIENCY STUDY  34 

Rates with a Unified Utility 

This study does not determine the rate structure under a unified utility.  With the expected City 
operation of the new water/wastewater utility the City will have the opportunity to set rates to 
best meet the particular circumstances of the new utility apart from SPU and to best meet 
other objectives of the City.  If the City assumes NCWD at some point in the future, whether to 
consolidate rates or not would need to be considered.   

There are many factors to consider when it comes time for the City to set the rates for water 
and wastewater.  On the wastewater side whether rates should continue to be fixed rather 
than consumption-based is an issue to consider.  How soon to change rates after the 
assumption takes place will be an issue.  This study does not specifically include the results of 
the RWD assumption for the 2017-2019 period for ease of analysis.  That period will also be a 
time of transition and not all savings will be achieved on day one of the assumption.  Also, the 
City does not have control over any changes made in the rates between now and the 
assumption of RWD in late 2017.  Savings associated with the RWD assumption will be available 
to offset rate increases. 

For water rates, the City has pledged to keep rates at or below the levels charged by SPU.  That 
does not necessarily mean the rate structure needs to stay exactly the same, specifically when 
it comes to the amount in meter vs. commodity charges and between system 
development/connection charges and usage rates.   

The City has provided a more comprehensive comparison of rates between those within the 
City of Shoreline those for other utilities in the region.  This also includes a comparison of the 
amounts for system development charges.  This comparison is included as Attachment B titled 
Utility Rates and Charges Assessment Report. 

If the NCWD service area in Shoreline is assumed, there will need to be consideration of 
whether or not to equalize the rates.  Generally this is done over time rather than all at once, 
but that will depend on the circumstances at the time.  The savings associated with unification 
may allow rates to be equalized in the future without either set of customers facing a rate 
increase.   

Also, the setting of water rates should be based on a Cost of Service Analysis (COSA) that 
allocates costs among the various customer classes on the basis of cost causation.  A COSA 
study will address issues such as the level of the meter charge versus the consumption charge.  
This type of analysis is best done once the City has an actual operating history for the new 
utility.   
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Resulting Economic Benefits of Unification 

To determine the overall impact of utility unification for the various options considered, the 
financial results for utility operations were developed for the 2020 through 2040 period.  
Revenues and expenses that incorporated the direct utility savings were compared between 
options.  Specifically, this included a comparison of the base case with a continuation of the 
independent operation of each utility and City operation of the utilities on an individual or 
unified basis.  

All of the comparisons incorporate the savings identified for the City operation of the SPU 
service area.  While these savings are likely to be used for an extensive mains replacement 
program, they still reflect savings associated with City operation of the utility as these 
expenditures are not expected within this time frame with the continued operation by SPU.  

SPU Service Area 

The first comparison is for the SPU service area within the City of Shoreline.  This option reflects 
a scenario where the City operates the SPU area alone without the assumption of RWD, and is 
presented to identify the savings specific to the SPU service area acquisition.  

With continued operation by SPU, the expenses are assumed to be equal to the revenues for 
the service area.   Even if the expenses are not tied directly to the service area within the City, 
those funds will be used by SPU to cover expenses within the entire SPU service area, with 
some amount transferred to the City of Seattle general fund.  Revenues and expenses for 
continued operation by SPU range from $11 to $13 million per year in 2014 dollars.  With 
Option 1a, City operation of the SPU service area, the expenses drop from nearly $13 million to 
$10 million per year by the year 2040.  Over the entire 2020-2040 period, the savings 
associated with City operation is nearly $30 million.  This reflects a 22.7% savings by the year 
2040 and an 11.8% average savings over all years. 
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Table 23 
Financial Results for SPU Service Area 

2014 Dollars (Millions) 

  Revenues Expenses Net Savings % Savings 

Option 1 - Operated by SPU         
2020 $11.4 $11.4     
2030 $12.0 $12.0     
2040 $12.9 $12.9     
Sum of 2020-2040 $253.8 $253.8     
Option 1a - Operated by City       
2020 $11.4 $11.4 $0.0 0.0% 
2030 $12.0 $10.8 $1.2 10.3% 
2040 $12.9 $10.2 $2.8 21.3% 
Sum of 2020-2040 $253.8 $227.3 $26.5 10.4% 

  

In addition to the financial impacts on the water utility, this option will provide benefits to the 
general operations of the City.  This benefit is equal to $1.3 million per year or $28 million 
through 2040.  These benefits reflect existing costs that have been allocated to the new water 
utility resulting in a corresponding reduction in the costs allocated to other City departments.  

RWD Service Area 

The City is set to assume the RWD service area in October of 2017.  Option 1b reflects a 
scenario where this occurs without the acquisition of the SPU service area in order to identify 
the savings associated with the RWD assumption alone. 

Revenues and expenses under continued independent operation of RWD is roughly $15 million 
per year.  With City operation of the wastewater utility, it is expected that expenses will 
decrease by roughly $250,000 per year or $5 million through 2040.  This reflects a savings of 
1.7% per year.  
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Table 24 
Financial Results for RWD Service Area 

2014 Dollars (Millions) 

  Revenues Expenses Net Savings % Savings 

Option 1 - Operated by RWD         
2020 $14.6 $14.6     
2030 $14.9 $14.9     
2040 $15.3 $15.3     
Sum of 2020-2040 $313.3 $313.3     
Option 1b - Operated by City       
2020 $14.6 $14.4 $0.2 1.6% 
2030 $14.9 $14.6 $0.2 1.6% 
2040 $14.9 $15.1 $0.2 1.5% 
Sum of 2020-2040 $313.3 $308.3 $4.9 1.6% 

 

In this case, the benefits to the general operations of the City are larger than to the wastewater 
utility.  This benefit is equal to roughly $800,000 per year or $17 million through 2040.  These 
benefits reflect existing costs that have been allocated to the new water utility resulting in a 
corresponding reduction in the costs allocated to other City departments.  

Combined SPU and RWD Service Area 

Option 2 reflects the expected case where the City assumes RWD in 2017 and acquires the SPU 
service area in 2020.  This option is compared to the case where SPU and RWD continue to 
operate independent of the City.  For the combined water and wastewater service, annual 
revenue and expenses range from $26 to $28 million per year.  With combined operations by 
the City, significant savings can be achieved.  Expenses can be reduced to roughly $24 million 
per year, netting savings of up to $4.4 million per year by 2020 for a total of $59.6 million over 
the entire period.  This reflects a percent savings of 15% in 2040, and 10.5% on average for the 
entire period.  
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Table 25 
Financial Results for Combined SPU and RWD Service Area 

2014 Dollars (Millions) 

  Revenues Expenses Net Savings % Savings 

Option 1 - Operated Independently         
2020 $26.0 $26.0     
2030 $26.9 $26.9     
2040 $28.2 $28.2     
Sum of 2020-2040 $567.1 $567.1     
Option 2 – Combined Operation by City       
2020 $26.0 $24.6 $1.4 5.4% 
2030 $26.9 $24.2 $2.6 9.9% 
2040 $28.2 $24.1 $4.2 14.8% 
Sum of 2020-2040 $567.1 $510.9 $56.2 9.9% 

 

In addition to the financial impacts on the combined water/wastewater utility, this option will 
provide benefits to the general operations of the City.  This benefit is equal to $1.7 million per 
year or $36 million through 2040.  These benefits reflect existing costs that have been allocated 
to the new water utility resulting in a corresponding reduction in the costs allocated to other 
City departments.  

Combined SPU, RWD and NCWD Service Area 

The final comparison looked at serving all water and wastewater customers within the City 
through acquiring the portion of the NCWD service area within the City limits.  The base case 
(Option 1) assumes each utility continue to operate independently from the City, with the costs 
of all three summed together.  With Option 3, the NCWD service area is assumed in 2028 and 
therefore the 2020-2027 period reflects the costs of City operation of the SPU and RWD service 
areas added to the cost of the existing NCWD operation.  Option 4 reflects a unified utility for 
all three service areas starting in the year 2020. 

Revenues and expenses for the three utilities combined ranges from $30 to $33 million per 
year.  Under Option 3, expenses are reduced to roughly $28 million starting in 2028, resulting in 
a savings of $73 million for the 2020-2040 period.  Expenses are reduced by an average of 
10.9% in this case.  With option 4, expenses are reduced by a similar level starting in 2020 
providing for a longer period of savings.  The total savings under Option 4 are $85 million, with 
an average reduction of 12.7%.  An additional $12 million can be saved with the City operating 
NCWD in 2020 rather than at the end of the franchise agreement in 2028. 

 

8a-52



ATTACHMENT A 

SHORELINE UTILITY UNIFICATION AND EFFICIENCY STUDY  39 

 

Table 26 
Financial Results forCombined SPU, RWD and NCWD Service Area 

2014 Dollars (Millions) 

  Revenues Expenses Net Savings % Savings 

Option 1 – Independently         
2020 $30.7 $30.7     
2030 $31.9 $31.9     
2040 $33.4 $33.4     
Sum of 2020-2040 $670.7 $670.7     
Option 3 – Combined Operation by City       
2020 $30.7 $29.3 $1.4 4.6% 
2030 $31.9 $28.2 $3.7 11.5% 
2040 $33.4 $28.2 $5.2 15.5% 
Sum of 2020-2040 $670.7 $601.3 $69.4 10.3% 
Option 4 – Combined Operation by City 
(NCWD in 2020)     
2020 $30.7 $28.1 $2.6 8.5% 
2030 $31.9 $28.0 $3.9 12.1% 
2040 $33.4 $28.0 $5.4 16.1% 
Sum of 2020-2040 $670.7 $589.0 $81.6 12.2% 

 

As with the other options, there will also be benefits to the general operations of the City.  The 
benefit under Option 3 ranges from $1.7 to $1.9 million per year or $39 million through 2040.  
For Option 4, the benefits are $1.9 million in all years and total $40 million by 2040.  These 
benefits reflect existing costs that have been allocated to the new water utility resulting in a 
corresponding reduction in the costs allocated to other City departments.  
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Resulting Non-Economic Benefits of Unification 

While the potential to provide lower rates and/or greater investment in capital due to the 
unification of the water and wastewater utilities is a prime objective of the City, there are 
numerous non-economic benefits that are part of the consideration in unifying the utilities.  
Those benefits fall into three broad categories:  simplicity for residents, sharing of City 
resources, and unified City policies.  While the first category directly impacts the City’s 
residents, all of the categories lead to overall benefits to the residents of the City.   

Simplicity for Residents 

Currently, with two different water providers and one wastewater provider in the City, 
residents have to deal with two different entities when signing up for service, when inquiring 
about bills, and when making payments.  Those same residents will also have to interact with 
the City for surface water issues and building permits.   A unified utility will allow customers to 
have one interface with the City for all of those tasks.  This will reduce the amount of time the 
resident needs to spend in making arrangements and inquiries. 

A unified utility will also reduce the confusion facing the resident as to who provides various 
utility services.  While the boundaries for the two water providers are clear, a new resident to 
the City, or one moving from the east side to the west side of the City, will not have to make 
several calls to determine who provides their water service.   

Billing will also be simplified as residents will receive one bill and make one payment to the City 
rather than making payments to two separate utilities.  This allows for future consolidation with 
other City bills, such as surface water, if appropriate in the future.   

For developers building in the City, the water/wastewater connections process can be 
combined with the process for building permits allowing the developer to meet with one entity 
rather than with three different ones.  This will provide a more efficient process as well as 
providing greater customer service. 

Sharing of City Resources 

Previous sections discussed the efficiencies to be gained by the City operating the water and 
wastewater utilities together, as well as the ability to have shared services for functions such as 
human resources and accounting.  There are other benefits that were not necessarily quantified 
as cost efficiencies but that will lead to improved service, a simplified process or potential cost 
reductions in the future. 

One of the benefits that was not quantified includes the ability to coordinate maintenance for 
water/wastewater facilities with work being done by the street and surface water departments.  
This not only applies to planned maintenance but also for emergency service.  With a unified 
City utility emergency there can be one point of contact for emergency situations and staff 
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from the appropriate departments can be dispatched to assess the issue and make repairs as 
needed.  Improved coordination with fire service may also result from the water utility 
operation. 

Another benefit is the ability to combine information provided to customers through direct 
mailings, bill stuffers, newsletters and other forms of communications.  Rather than sending out 
information about each utility separately, the messages can be combined with other City-wide 
issues.  The cost savings for combined publications and public relations have been accounted 
for; however, there are additional benefits to the City to be able to provide a unified message.  
Residents benefit as well as they have one source of information rather than from three 
different entities. 

Unified City Policies 

One of the issues facing City residents for the water service provided by SPU is that the 
residents had no ability to impact the policies made or the rates set by the Seattle City Council 
with respect to water service.  Unlike the Seattle residents, the Shoreline residents cannot vote 
for the officials that make the decisions on water service.  Note that this issue relates only to 
the SPU water service area as residents do having voting privileges for the Commissioners for 
RWD and NCWD.  The SPU acquisition transfers control of the water utility to the Shoreline City 
Council, and ultimately to the Shoreline residents that vote for those Council members.  By 
gaining control over the water utility, the City can make decisions for the benefit of the 
residents of the City without consideration for the residents in the City of Seattle.  

Unification with SPU and RWD, and potentially with NCWD, will allow for the City to implement 
policies and decisions that are consistent across the utilities as well as consistent with other 
goals and policies of the City.  This includes issues related to how much money to spend on 
capital improvements, whether to fund capital projects with debt or cash financing, how much 
money is collected through connection fees and meter charges versus consumption charges, 
and what level of water conservation should be implemented. 

Because policies and decisions will be made by the City Council, residents that are impacted will 
be able to attend Council meetings and will therefore have transparency as to how those 
decisions are made.  Residents will be able to provide comments on various issues, and as 
stated earlier, have the ultimate control over issues through the election process.   
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Summary 

To determine whether benefits exist from operating a unified water/wastewater utility by the 
City of Shoreline, this study looked at the financial results under various options for operating 
one or more utility.  With options 1a and 1b, the City would operate the SPU service area or the 
RWD service area on a separate basis.  Option 2 unifies the SPU and RWD operations within the 
City and is the expected case for the City.  Options 3 and 4 consider alternatives where the City 
adds the NCWD service with the newly formed water/wastewater utility from Option 2.   

In all cases, there are expected savings under the options where the City operates one or more 
utility.  Savings range from $5 million to $82 million over the study period.  The results are 
summarized in Table 27.  The greatest savings levels occur when water and wastewater utilities 
are unified to provide a more efficient utility.   

 

Table 27 
Total Direct Utility Savings with Unification 

   Total Direct Utility Savings 2020-2040 
(2014 Million Dollars) 

Average Annual % Savings 

Option 1a – SPU Alone $26.5 10.4% 

Option 1b – RWD Alone $4.9 1.6% 

Option 2 – SPU and RWD $56.2 9.9% 

Option 3 – Add NCWD in 2028 $69.4 10.3% 

Option 4 – Add NCWD in 2020 $81.6 12.2% 

These cost savings can be used to cover additional CIP or to reduce cost increases in the future.  
In the case of the SPU acquisition, the savings will in part be used to fund an extensive mains 
replacement program that is needed and not expected to be funded with continued SPU 
operation of the service area.  Unifying the water and wastewater service areas under Options 
2, 3 and 4 results in savings that range from 10% to 12% of total revenues for the combined 
utilities. 

In addition to the direct utility savings identified, the City will benefit from sharing the cost of 
existing staff and services with the new water/wastewater utility.  The City currently allocates 
administrative, legal, office building space, and other shared services among existing 
departments.  It was assumed in the financial analysis that the new water/wastewater utility 
will be allocated a portion of those shared services with the amount ranging from $500,000 to 
just under $2 million per year.  This cost has been incorporated in the costs for the utility under 
each option.  Other savings occur from the reduction in outsourcing costs that are feasible due 
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to the new staff and equipment for the new water/wastewater utility.  The total reflects a 
savings in general operations costs to other departments within the City.  As costs are allocated 
to the new utility, each of the other departments receives a reduction in its allocation leading 
to lower costs for those departments.  The following table summarizes the general operations 
savings for each option. 

Table 28 
Total General Operations Savings with Unification 

 Total General Operations Savings 2020-2040 
(2014 Million Dollars) 

Option 1a – SPU Alone $28.7 

Option 1b – RWD Alone $17.5 

Option 2 – SPU and RWD $36.7 

Option 3 – Add NCWD in 2028 $39.5 

Option 4 – Add NCWD in 2020 $41.3 

In some cases these general operations savings surpass the direct savings to the new 
water/wastewater utility. 

While the quantified benefits of utility unification are substantial, there are additional benefits 
that have not been quantified.  These benefits fall into the following three categories: 

 Simplicity for Residents 
 Sharing of City Resources 
 Unified City Policies 

Residents see simplicity by having one entity to deal with rather than two or three, a combined 
bill for water and wastewater, single payments for multiple services, and customer service from 
one location.  The City will have coordination of maintenance and emergency response among 
various functions and will be able to provide a unified message through combined Public 
Relations functions and customer information.  The City will also be able to unify the policies for 
such issues as financial policies, rate setting, maintenance and growth.  Together these non-
quantified benefits will provide for a more cohesive City operation and better service for 
residents. 
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Utility Rates and Charges Assessment Report 
 
 
Purpose 
The purpose of the Utility Rates and Charges Assessment is to present information to 
help the City Council understand costs of utility service and what impacts these costs 
might have on economic development.  Additionally, this report provides a regional 
comparison of rates and charges from twenty (20) utility providers. The comparison 
demonstrates the significant variability in the cost of utility service.  Lastly, the 
assessment presents future policy considerations and how they might relate to 
economic development. 
 
Utility Rates and Charges Language 
Paying for utilities is typically done using a combination of rates and charges.  
Understanding the vocabulary of utility rates and charges is often difficult and confusing 
because of similar terms with different meanings, reader unfamiliarity, and cryptic 
industry jargon.  The following provides an introduction to some common terms and 
their definitions to be used in this report. 
 
Rates 
Rates include reoccurring, time-based and commodity usage charges for the utility 
service provided; i.e., water usage. 
 
Usage Rate. This is the commodity price usually expressed as cost per unit per time 
($/unit/time). 
 
Ready to Serve.  This a fixed monthly charge for being connected to the system and is 
expressed as dollars per month ($/month).  This is sometimes called a meter charge. 
 
Flat Rate.  This a fixed price for utility service and is expressed as dollars per time 
($/time). 
 
Charges 
Charges are one time fees paid for connections, equipment installation (e.g. water 
meters), and reimbursement for installed infrastructure. 
 
System Development Charge (SDC).  SDCs are one-time charges paid by customers 
when they apply for a new water or sewer connection (or an increase in the size of an 
existing connection).  SDC’s are also known as connection charges, general facility 
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charges, capacity charges, tap fees, and facility charges.  The SDC is the one charge 
that has the most potential to impact economic development.  The SDC can be 
substantial as it is applied to all new or increased capacity connections. 
 
Installation Charge.  This charge pays for installation of equipment such as service lines 
and meters.  These charges are also called connection fees, connection charges, meter 
installation, equipment fees, etc. 
 
Latecomer Charge. This charge pays for infrastructure installed by others.  This charge 
is also known as a payback charge. 
 
Two other important terms to understand are Customer Classification and Cost of 
Service Allocation.  Utility customers are typically divided into Customer Classifications 
based on their usage type.  The common classifications are: residential, commercial, 
and industrial.  Rates and charges are allocated to each class based on the cost to 
provide service to them.  Allocating costs base on type of service is called Cost of 
Service Allocation and is fundamental to creating utility rates and charges. 
 
Application of Rates and Charges 
The purpose of having rates and charges is to generate revenue to pay for utility 
operating expenses and capital improvement costs.  There are many possible 
combinations of rates and charges to meet revenue needs; however, finding the right 
mix for a particular utility depends on its financial policies and the desires of its 
governing body.  The allocation of costs and charges is largely a policy decision with the 
major driver being equity based on actual cost of service to each customer class.  
Allocating rates and charges also addresses the impacts new customers have on 
system capacity.  The following describes the common ways rates and charges are 
applied and allocated to generate revenues.  
 
Rates 
The rate component of the utility revenues is usually directed at paying operating 
expenses.  If any is left over then it can be applied to future capital improvement 
projects that are related to renewal and replacement of existing utility facilities.  The key 
policy questions are: 

• How to define rate structures for individual Customer Classifications (cost 
allocation)? 

• How much capital improvement funds should collected using rates? 
• Should utility infrastructure depreciation be funded and if so, how much?   

 
Charges 
The charge component of utility revenues typically centers on the System Development 
Charges (SDCs) or Connection Charges.  SDCs provide revenue to utilities from new 
user hook ups to recover costs of existing and future capacity enhancing capital 
improvements. New customers’ use of the existing water or sewer system infrastructure 
reduces existing capacity and may also lead to the need for construction of new 
facilities.  SDCs provide the means of balancing the cost requirements for new (growth-
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related) utility infrastructure between existing customers and new customers.  From the 
economic development perspective keeping this charge as low as possible reduces 
costs for developers and therefore may make the City more competitive for future 
development and private investment.  However, the tradeoff of this rates and charges 
methodology would be to push capacity costs into the rates. 
 
A common way SDCs are used is to shelter existing utility customers from the financial 
impacts of growth; in other words, “growth pays for growth.”  While this may work from 
an economic perspective, unfortunately in the case of construction of new facilities, the 
burden of paying for new facilities falls mainly on the existing ratepayers in the near 
term as new customers join the utility gradually over the life of those new facilities.  
Therefore, considering SDCs as a “buy-in” to the utility system may be better way to 
think of SDCs.   
 
Some key policy questions regarding System Development Charges are: 

• Should SDCs be charged (there is no requirement to charge them)? 
• How much of the capital program should be paid for by SDCs? 
• What methodology should be used to calculate SDCs? 

 
Rates and Charges Comparison 
Comparing rates and charges from other water and sewer utilities provides some idea 
of the variability in rates and charges and suggests some policy differences between 
providers.  To show this, staff gathered rates and charges information from twenty (20) 
water and sewer utility provides in the surrounding area.   
 
The following comparison includes two (2) water and sewer customer classes: a 
residential customer class based on a ¾” water meter, and a commercial customer 
classed based on 1-1/2” water meter.  There are three (3) comparisons for each 
customer class: 

1) Water Rates, which compares the commodity costs for within each class (see 
Figures 1 & 2) 

2) Connection Charges, which compares water and sewer connection charges (i.e. 
SDCs) for each class (see Figures 3 & 4) 

3) New Service Costs, which compares the cost to establish a new service for each 
class (see Figures 5 & 6).   

 
All three of the comparisons show a high degree of variability between utility providers.  
An explanation for this is that each utility is responding to unique circumstances driven 
by their financial polices and fiscal conditions.  For example, the City of Kent has very 
high water SDCs, while Seattle Public Utilities (SPU) has much lower charges (see 
Figures 3 & 4).   
 
The City of Kent has recently made large investments to improve system capacity and 
develop new water supplies.  As result, Kent is likely putting the burden on new 
connections to pay for the recent improvements.  Kent may also have a strong “growth 
pays for growth” policy which also support high SDCs.  SPU on the other hand is a 
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mature water system and does not need to make substantial capacity improvements.  
Therefore, SPU is does not to seek a large portion of its revenues from new 
connections. 
 
Comparing commercial water SDCs for North City Water District (Shoreline) and SPU 
(Shoreline) shows North City with a much higher SDC than SPU - $21,800 and $3,508 
respectively (see Figure 4).  The residential water is also higher for North City (see 
Figure 3).  This inequity could be having some economic impact within the City with 
developers choosing to develop in the SPU service area rather than in North City Water 
District.  

8a-98



 

 $56.90  

 $88.30  

 $64.30  

 $77.40  

 $93.90  

 $72.76  

 $60.70  

 $62.40  

 $62.50  

 $58.00  

 $89.90  

 $70.80  

 $44.40  

 $78.80  

 $95.60  

 $71.66  

 $35.72  

 $47.24  

 $57.00  

 $44.30  

 $80.28  

 $55.74  

 $53.20  

 $62.48  

 $53.90  

 $65.72  

 $70.69  

 $-     $30.00   $60.00   $90.00   $120.00  

King County Water District 20 (Burien) 

King County Water District 49 (Burien) 

King County Water District 125 (Burien) 

Seattle Public Utilities (Burien) 

Highline Water District (Burien) 

City of Mountlake Terrace 

Seattle Public Utilities (Seattle) 

Seattle Public Utilities (Shoreline) 

North City Water (Shoreline) 

City of Lynnwood 

City of Bothell 

North Shore Utilities (Bothell) 

Alderwood Water District (Bothell) 

Woodinville Water District (Bothell) 

City of Issaquah 

City of Redmond 

City of Kirkland 

Soos Creek Water and Sewer District (Kent) 

King County Water District 111 (Kent) 

City of Kent 

Residential Water Rates (Bi-Monthly Charge) 

 Peak Off Peak 

Adjusted Rate to include 
consumption of 10ccf per 2 months 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FIGURE 1 - Bi-Monthly Residential Water Rate (Peak and Off Peak)  
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FIGURE 2 - Monthly Commercial Water Rate (Peak and Off Peak)  
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FIGURE 3 - Residential Water and Sewer Connecting Charge Comparison 
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FIGURE 4 - Commercial Water and Sewer Connecting Charge Comparison 
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FIGURE 5 - New Residential Water and Sewer Service Cost  
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FIGURE 6 - New Commercial Water and Sewer Service Cost  
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Future Policy Issues 
Some future policy issues regarding utility rates and charges are as follows: 

• Financial policies should be used to guide the allocation of utility costs between 
rates and charges and among customer classes.  The policy issues facing the 
City Council when utilities are unified with City operations include:   

o Defining rate structures for individual customer classes to promote equity. 
o Deciding how much of the funds from new connections should contribute 

to system improvements while balancing economic development needs. 
o Deciding how much capital improvement money should be collected using 

rates. 
• North City Water District connection charges and commercial water rates are 

higher than SPU in the City of Shoreline.  A future policy issue will be how to 
equalize rates and charges throughout the City.  Leveling these utility costs 
should provide a benefit to economic development in the City. 

• Developing utility rates and charges requires detailed analysis of operation 
expenses and capital improvement needs.  The City Council needs to define the 
financial planning objectives for the future utilities including stable revenue 
sources, debt coverage limits, and maintaining adequate reserves. 

 
Conclusions 
Future utility unification will provide the City Council an opportunity to create utility rates 
and charges which best reflect community values and the City’s goals.  However, there 
will be tradeoffs in four general areas when the Council weighs the policies that will 
effect these utility rates and charges.  They are: 

1) Keeping rates affordable for City residents. 
2) Maintaining  adequate revenues to support utility operations and capital needs. 
3) Balancing current utility rate inequities within the City. 
4) Promoting economic development through minimized SDCs without 

overburdening existing rate payers. 
   

The City Council’s policy making process will be aided by detailed rate comparisons, 
such as the one contained in this report, and careful analysis of actual utility costs, 
which will help establish a range of acceptable rates and charges.  The Council will then 
be able to work through various policy options and consider the tradeoffs of each before 
deciding on the right mix of utility policies for the City. 
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