
 

CITY OF KIRKLAND 
Public Works Department 
123 Fifth Avenue, Kirkland, WA 98033   425.587-3833 
www.ci.kirkland.wa.us 

MEMORANDUM 
 
To: Kurt Triplett, City Manager 
 
From: Ray Steiger, P.E., Interim Public Works Director 
   
Date: August 26, 2010 
 
Subject: Utility Rate Discussion III  
 
RECOMMENDATION: 
 
City Council considers proposed rates for enterprise utilities and provides direction to staff.  
 
  
BACKGROUND DISCUSSION: 
 
On July 20, and August 3, 2010 Council discussed the preliminary proposed 2011/2012 utility rates 
for water, wastewater, surface water and solid waste.  A number of issues were identified and 
policies reviewed during those meetings.  This memo includes follow-up material that was requested 
by the Council during their August 3 meeting. 
 
Included within this memo is a copy of a 2007 presentation by the City’s consultant performing the 
majority of the most recent rate analyses (water/wastewater/surface water); the presentation 
outlines options for the City’s reinvestment policies especially as they relate to depreciation 
(Attachment A).   The same methodology for surface water is applicable; however the surface water 
utility is a much newer utility and has not reached the level of reinvestment recommended for water 
and wastewater.  The solid waste rate does not include City depreciation funding as there are no 
City assets; Waste Management Inc does include it in their fees to the City however. 
 
Using the methodology outlined in the 2007 report, a long term (50-year) look at the water utility 
concluded the following: 

 
(1) note: 1.22 is rounded to 1.25 for the water scenarios 

(1) 
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And then various reinvestment (depreciation) scenarios were examined to bring about varying levels 
of available funding.  The following options for water were looked at in the report (report page 11): 
 
 

 
 
 
In the evaluations using these options, the following rate funding  was established by the planning 
horizon (in this case 2055): 
 

 
Option 2 falls significantly short of the funding required.  However, both Option 1 and Option 2 
provided, in the long term, an equivalent amount of rate funding and an overall equivalent rate 
increase; Staff recommended and Council adopted Option 3 thereby deferring significant 2008 
increase of Option 1 (15.5%) with the anticipated objective of increasing them over the following 
years.  This gradual phase in to the recommended 1.25 level of depreciation for water is consistent 
with Staff’s recommendation for the 2011/2012 water rates. 
 
Similarly, the recommended wastewater rate increase in 2008 envisioned moving to the 1.65 level of 
depreciation recommended in the 2007 analysis – this somewhat deviates from the current Staff 
recommendation for the 2011/2012 wastewater rates primarily due to the large 2011 King County 
DNR increase. 
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Both of these long term depreciation evaluations envisioned periods of reserve accumulation, which 
is being experienced.  During periods of significant capital improvements the reserves will be drawn 
down accordingly as shown in Table 1.  
 

 
Table 4. Comparison of anticipated water/sewer reserves vs. actual over time 

 
In contrast to the water/sewer utilities which have been in place for a significant number of years, 
the surface water utility for Kirkland was only established in the mid 1990’s.  During previous rate 
discussions with the Council, the level of depreciation for surface water has been questioned. 
 
The reserves in the surface water utility at the end of 2010 are estimated to be approximately $9.4 
million.   The depreciation funding level is currently approximately 60% of the estimated full 
depreciation value, and Staff had originally proposed advancing this rate to approximately 86% by 
2016 – the originally recommended 2011/2012 surface water rates incorporate this proposed 
increase.  Whereas the water and sewer reserves are consistent with the City’s long term 
reinvestment strategy targets, the surface water reserve is substantially above its established target.  
Council has asked for an analysis of the “sensitivity” of holding the depreciation level and perhaps 
utilizing some of the reserve balance to offset the rate increase.   
 
In response to this, Staff has looked at the impact of deferring the increased depreciation rate until 
beyond 2012 when a better assessment of the surface water fund will be performed (this will 
included looking at the annexation area).  Currently surface water capital improvements continue to 
be queued due to a number of permitting and other factors.  Some of our significant proposed 
transportation projects utilize surface water funding as a component (NE 120th Street, 124th Ave NE) 



Memorandum to Kurt Triplett, City Manager 
August 26, 2010 
Page 4 
 
and those transportation projects are in need of additional grant funding or impact fees in order to 
proceed – this prevents the expenditure of the surface water component also. 
 
One alternative, delaying the increased depreciation amount for surface water, can reduce the rate 
increase to 3% for 2011 and 2012. Staff is recommending this reduced depreciation alternative: 
 
 
Surface water rate 2010 2011 

(original 
proposal) 

2012  
(original 
proposal) 

2011       
(revised 
proposal) 

2012         
(revised  
proposal) 

Depreciation -- 55% 66% 48% 59% 
Rate Increase -- 5.0 % 5.0 % 3.0 % 3.0 % 
Monthly Rate (SF) $14.15 $14.86 $15.60 $14.56 $14.99 
 
 
This 3% alternative would reduce the reserve accumulation by approximately $300,000 however it 
would continue to preserve some level of depreciation funding.  For comparison, if a 0% rate 
increase were implemented (not recommended), there would be almost no depreciation funding set-
aside by the end of 2012; overall reserves would be reduced by nearly $1 million.   
 
The remaining issues from the August 20, Council meeting are centered on the Solid Waste rates.  
During the original recommendations, Staff had proposed increasing the Solid Waste rate to 
accomplish two primary objectives (address two drivers): 
 

• Rate Stabilization – in anticipation of future rate increases after the WMI contract expires in 
2014; and 

• Street preservation – a cost borne by the rate payers to address the incremental impact of 
heavily loaded garbage trucks on City streets; this was previously identified as one potential 
component of the overall street preservation program. 

 
Recent direction to City Staff to begin negotiations with Waste Management Inc. on a new contract 
would suggest that implementing any anticipatory rates would be premature.  Sentiment expressed 
at previous Council meetings indicated concern about current rate payers paying for potential 
“future” rate payer increases.  Combined with the opportunity to negotiate favorable rates now 
instead of waiting to begin negotiations in 2013, it is apparent that a rate stabilization reserve would 
not be in our best interest at this time, and as such, Staff recommends against establishing the 
reserve and instead negotiating favorable rates to begin with. 
 
And finally, with regards to the street preservation component of the proposed rate increase, this 
issue is consistent with the City’s objectives of maintaining the infrastructure.  Currently the City 
utilizes gas tax and various other designated revenues to address the street preservation of the 
roadway network.  However, after considering the impacts of various utility projects: water, sewer, 
power/gas, and surface water directly on the street system, the City has implemented fees and 
charges levied on those utilities as a means of recovering their incremental impact on the roadway 
conditions.  Traffic loading associated with garbage trucks is less immediate, and is manifest in 
greater design standards (needing additional pavement thickness) and with a more rapid 
degradation of the asphalt roadway.  A fully loaded garbage truck on its weekly collection rounds 
degrades a roadway the equivalent of approximately 9000 car trips.  Like other elements of the 
City’s overall street preservation strategy, the element of charging garbage rate payers for hauling 
impacts is not a “silver bullet” solution to street preservation. As has been expressed in previous 
discussions, it does not take into account other heavy truck traffic, moving vans, or transit using the 
roadway network.  It is however a component of the overall strategy and begins the process of 
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ascribing costs directly to users of the system.  With its implementation, Staff would continue to 
pursue other components identified in the street preservation strategy. If you choose not to proceed 
with the street preservation fee, no rate increase would be required.  
 
The impacts of the current staff recommendation on the solid waste rate are as follows: 
 

Solid Waste Rate 2010 2011 
(original 
proposal) 

2012  
(original 
proposal) 

2011         
(revised 
proposal) 

2012          
(revised 
proposal) 

Base rate adjustment --- -0.86% na -0.86% --- 
Rate increase for RSR -- 4.35% na --- --- 
Rate increase for SPF --- 4.50% na 4.50% --- 
Total Rate increase --- 7.99% na 3.50% tbd 
Monthly Rate (SF) $31.92 $34.49 na $33.04 tbd 

 
Thus incorporating previous utility rate decisions by the Council for water and sewer: 
 

Water Rate 2010 2011 (Council accepted) 2012 (Council 
accepted) 

Increase  4.50% 4.50% 

Monthly Rate $35.61 $36.60 $37.61 

Sewer Rate    

Increase  8.50% 5.50% 

Monthly Rate $54.10 $58.70 $61.90 

 
 
The monthly impact to rate payers is shown on the following page.  Staff will be available at the City 
Council meeting to answer questions regarding these final recommendations.  The current schedule 
anticipates returning to Council with a resolution to adopt rates at the September 20, 2010 meeting. 
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