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• Rate-making Overview
• Principles
• Process

• Baseline Budget Refresher
• Cost Growth
• Capital Improvement Program

• 2025-2026 Budget and Rates
• Budget Strategy

• Proposals
• Customer Assistance
• Proposed Revenue Increases

• Peer Bill Comparison

OVERVIEW
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RATE PRINCIPLES

Legal

 Fair

 Just

 Reasonable

 Non-Discriminatory

Industry-Standard City of Tacoma Principles
 Affordability

 Equity

 Environment

 Public Involvement

 Life-Cycle Cost Utility

 Revenue Stability

 Cost Recovery

 Equity

 Economic Efficiency

 Bill Stability

Presenter Notes
Presentation Notes
These principles guide the development of our revenue requirement and our individual rates.Want to note bill stability – concept of gradualism with share with TPU.You’ note that we include equity as an industry-standard as well as a City principle as equity can have multiple interpretations. Our equity principles include equity in rate design as well as equity in service delivery and service level.Finally, though not state explicitly on the slide, but woven within multiple principles is the idea of a long-term view and forecast when it comes to ratemaking. This shows up within these principles in two specific places – cost recovery and life-cycle cost utility.As a public utility, our goal is not to generate a profit, but to generate sufficient revenues to cover our costs of operations and providing services. But that assessment of covering costs needs to have a long-term view and may not necessarily represent a yearly match between revenues and expenses. Long-term view is also extremely important because we seek to be a life-cycle cost utility. This means that when it comes to ensuring we have revenues to cover our operational needs, we are appropriately planning for an addressing our  current and future capital repair, replacement, and expansion needs withing our rate plans and long range financial forecast. We adopt a two-year capital budget, maintain a six-year more detailed capital improvement plan, and then also monitor a 100-year long range capital needs assessment. When we establish our revenue requirement, we are looking very closely at the next six-10 year forecast of our spending needs to establish the rates for the current biennium.
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RATE-MAKING PROCESS

How Big is the Pie? How to Slice the Pie? How to Eat Each Slice?

2. Cost of Service 
Analysis

3. Rate Design

Identifies revenues needed to 
sustain operations, according to 

financial plan (i.e. budget)

Divides revenue into total amount to 
be paid by each customer class 

(seeks equity) 

Sets rate structure to collect revenue 
from each customer in each class

1. Revenue Requirement

Presenter Notes
Presentation Notes
In the next few slides, we are going to review our baseline budget information once again because understanding our costs is essential to determining our revenue requirement. Cost of Service Analysis is automatically built into our rate models and so I will not be focusing on that detail in that step. We are also not proposing significant changes to the rate design for our customers, but as a reminder, I did want to speak to those briefly.
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RATE DESIGN

• Based upon Flow (volume of 
water) and Strength 
(contamination of water)

• Residential uses Winter 
Quarter average to 
avoid summer 
irrigation impacts

• Commercial is metered 
and based upon type of 
business

How to Eat Each Slice?

• Based upon 
parcel size, 
parcel 
location, and 
how 
permeable is 
parcel surface

• Residential services are 
bundled (volume-based)

• Commercial services are 
“pick and choose”

• Many different 
service levels 
(Container size, 
pick-up frequency, 
misc. services)

Presenter Notes
Presentation Notes
Stormwater includes both a fixed charge and an area charge per 500 square foot. Both are informed by cost of service. For the average residential lot, the fixed charge is about a third of total customer bill. As the level of development increases for commercial categories, the fixed portion of the bill becomes a smaller percentage of the total bill. Light development starts the same as average residential, at about a third of the total bill.Solid Waste is volume/size based. Some commercial customers may have a rent charge in addition to service charge.Wastewater, like stormwater, has both a fixed and variable charge based on usage. For commercial customers, the bulk of their bill comes from their actual use the flow (only 4% fixed). For residential customers, the fixed portion is current set to recover 55% of total revenues. However, we are phasing in a rate design that collects more revenue from the fixed charge and less revenue from usage for residential customers. I’m going to turn it over to Mark to speak more about that recommended change.
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RATE DESIGN
How to Eat Each Slice?

• Between 2025 and 2030 transitioning the residential rate 
design to collect revenue primarily from the fixed 
portion

• Current revenues are 55% fixed/45% variable
• Looking to increase fixed amount 3% a year until 

reaching a 70% fixed/30% variable split
• This will better align revenues with cost of service and 

put our utility in line with regional utility best practices
• This also will lower the average bill for our BCAP 

customers while keeping median customer bills the 
same

Wastewater Fixed Rate Increase Phase In
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RATE-MAKING PROCESS

How Big is the Pie? How to Slice the Pie? How to Eat Each Slice?

2. Cost of Service 
Analysis

3. Rate Design

Identifies revenues needed to 
sustain operations, according to 

financial plan (i.e. budget)

Divides revenue into total amount to 
be paid by each customer class 

(seeks equity) 

Sets rate structure to collect revenue 
from each customer in each class

1. Revenue Requirement

Presenter Notes
Presentation Notes
From this rate design, we are then able to estimate average customer bills to use in our outreach process. I am going to come back to that later in the presentation. But for now, I want to start with step 1, our revenue requirement, which again, is really understanding our baseline budget.



88

2025-2026 BASELINE BUDGET

Presenter Notes
Presentation Notes
In our revenue requirement discussion, I wanted to review the information shared in prior ESC meeting on our baseline budget and budget growth, which ultimately results in our need to increase revenues.Capital expenses comprise a large portion of ES’s three enterprise funds. All three funds have growth, except that it appears the stormwater cost decreases. That is due to exceptionally high capital spending in 23-24 associated with several green stormwater infrastructure projects that are in construction during this biennium. 21-22 included the Jefferson Hood Street project, another high spend year for Stormwater. 25-26 for stormwater shows a bit of a leveling, though it is expected to increase significantly again in 2027 with the Puyallup Avenue project.We are going to dive into the operating expenses only of each fund in the following slides to look at cost growth at a more detailed level.
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2025-2026 BASELINE BUDGET
Solid Waste 
Operating Financials 
by Cost Category

*Excludes capital plan

Presenter Notes
Presentation Notes
Personnel Growth – 9% biennium over biennium. But 4.4% from 2024 to 2025. Then 6.1% from 2025 to 2026.Operating Expenses - Repair and maintenance cost increases, natural gas expenses, and credit card discount feesExternal Services - Solid Waste saw contract costs increase $5.8M due to increases in garbage disposal costs at LRI ($6.7M), hazardous waste disposal ($0.6M) and facility maintenance ($0.4M). Those increases are partially offset by reduction in costs for residential and commercial commingled recycling (-$1.5M and -$0.4M, respectively), .Indirect Costs – Includes fleet and assessments. The baseline budget increase in this cost category is due to an updated fleet methodology. Total baseline assessments stayed the same between the bienniums for this fund. When ISF proposals are factored in, expected an additional annual cost of $800-900K. Amount bought down with cash in 25-26 to be closer to $300k increase.An important note here – although this chart only shows operating expenses, we have not talked about Solid Waste capital to the degree that we have talked about capital for Wastewater and Stormwater. Solid Waste capital costs are also increasing. Since 2019 truck prices have increased by 25-30%, with automated side loader trucks that are CNG fueled going from an average of $400,000 (after tax) to just over $500,000 (after tax).“ The CNG trucks seems to be rising in cost even more as adding the CNG engine and components to these trucks gets up to about $100k per truck on average. But we are seeing a large savings on the cost of the fuel itself having our own CNG station.
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2025-2026 BASELINE BUDGET
Wastewater
Operating Financials 
by Cost Category

*Excludes capital plan

Presenter Notes
Presentation Notes
Personnel Growth – 11% biennium over biennium. But 6.1% from 2024 to 2025. Then 3.0% from 2025 to 2026.Operating Expenses – Increased 4% when you exclude an accounting adjustment implemented in 2025-2026 that accounts for how we capture overhead costs for capital project support within the operating budget.External Services – Essentially the same baseline budgetIndirect Costs – Includes fleet and assessments. Baseline assessment increased 5% biennium over biennium in this fund ($943K). When ISF proposals are factored in, expected an additional annual cost of $850K-$1M. Amount bought down with cash in 25-26 to be closer to $300k increase. Fleet - updated methodology for true replacement costs contributed $3M to cost growth in this category.Internal Transfers - increased 36% due to increases in Western Slopes contract. Site development transfer to PDS increased 15% in both Wastewater and Stormwater
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2025-2026 BASELINE BUDGET
Stormwater
Operating Financials 
by Cost Category

*Excludes capital plan

Presenter Notes
Presentation Notes
Personnel Growth – 11% biennium over biennium. But 4.6% from 2024 to 2025. Then 5.7% from 2025 to 2026.Operating Expenses – Only slightly increased when you exclude that same capital overhead adjustment. (we updated in 2025-2026 to account for the difficulty in planning that cost.)External Services – Essentially the same baseline budget. Shows as small decrease because one-time contract dollars for Stormwater comprehensive plan and PCD ILA ($-510K). Otherwise would be slight increase.Indirect Costs –Baseline assessment increased 18% biennium over biennium in this fund ($2.18M). That is significantly higher growth than we saw in the other utilities and it goes back to the methodology for how internal service department costs are shared. One methodology used to share costs is based upon department budget. The budget SKF as it is called factors in capital by including an average spend of the four year prior to the current biennium. Starting in 2022, Stormwater had the high capital spend for the Jefferson Hood Street project and so this fund’s slice of the pie increased. The higher allocated costs are not just for the baseline ISF costs, but for the proposals as well.When ISF proposals are factored in, expected an additional annual cost of $800-$900K. Amount bought down with cash in 25-26 to be closer to $500/600k increase. Fleet - updated methodology for true replacement costs had small impact in this fund.Internal Transfers - Site development transfer to PDS increased 15% in both Wastewater and Stormwater
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COST DRIVERS
• Inflation has outpaced our revenue 

increases.  

• Cost decreases are unlikely, 
resulting in a new, higher ‘normal’ 
cost environment.

•  Our Capital Improvement Plan 
(CIP) is higher due to this higher 
escalation and backlog of needed 
projects.

• Interest rates are expected to be 
near their highest levels in over a 
decade, resulting in higher 
financing costs for our upcoming 
capital plan.

Presenter Notes
Presentation Notes
Increases by yearDate	SWM Rate Adj		STRM Rate Adj	WW Rate Adj2019	3%		3.5%		4%2020	3%		3.5%		4%2021	1.5%		1.5%		1.5%2022	2%		2%		2%2023	4%		6%		8%Major projects in the upcoming six-year CIP include:i.      Trunk Main Replacement Project - Puyallup Avenue and A Streetii.      Pond Rehabilitation at Northshore Golf Courseiii.      South Tacoma Pump Station Rehabilitationiv.      CTP New Influent and Secondary Effluent Pump Stations Variable Frequency Drivers Replacementv.      North End Treatment Plant Trickling Filter Upgradevi.      Solid Waste New South Compactorvii.      Anticipation of the Solid Waste Intermodal Rail yard
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CAPITAL COST DRIVERS
• Better data 

• Better understanding of current backlog and associated risk

• Better understanding of assets and needs

• Increased costs
• Inflation

• More complex street restoration

• Regulatory and design requirements

• Timing (system is aging)

• Growth

Planning for and addressing these increased costs will continue to be a focus in upcoming rate cycles

Presenter Notes
Presentation Notes
That was a focus on operating cost growth, I also want to speak to capital, which again is the largest cost category in our utilities, 25-30% of total expenses.Capital costs are increasing for a lot of reasons.Better data90% pipes gradedImproved facilities informationIncreases costs- This is by far most significant factor. Will speak more to inflation on next slides, which is biggest driver.- There are other items, also increasing costs however.Timing- approaching end-of-lifeGrowth- Not quite yet seeing, but anticipating and trying to figure out how to plan for. Ongoing questions about who pays.



1414

2025-2026 BUDGET STRATEGY
• Maintain effective and efficient service levels and operations

• Understand baseline costs and current organizational needs
• Seek improvements to the customer experience
• Address requirements and critical business needs (growth, regulations, safety)

• Advance strategic priorities with limited targeted investments or 
enhanced services

• Equity Climate and Environmental Health Council Policy Priorities
• Long-range planning for organization, staffing, and asset needs

• Ensure financial sustainability
• Consider affordability and support for vulnerable customers

• Plan for capital backlog and next bond issuance
• Long-term asset management planning with funding strategy

• Consider new revenue opportunities

Presenter Notes
Presentation Notes
All of the slides so far have spoken to our baseline budget – cost growth simply from maintaining the status quo.As part of each budget process, we also have the opportunity to update our budget. This slide outlines our 2025-2026 budget strategy.
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2025-2026 BUDGET PROPOSALS
• Safe and efficient staffing levels

• SWM temporary management opportunity

• Improved customer experience
• In-house asphalt patch crew  Maintenance hole replacement program
• Environmental Services plan review specialist

• Equitable service delivery
• Call-2-Hall outreach for Multifamily
• Small business access to Household Hazardous Waste

Effective and Efficient Service and Strategic Priorities

New Revenue Opportunities 

• Grants for infrastructure, environment, and community
• Fees and charges review      RIN Generation      Fuel credits

Presenter Notes
Presentation Notes
We reviewed our budget proposals at our June meeting, but I wanted to include a refresher of some highlights.
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2025-2026 BUDGET PROPOSALS
Strategic Priorities – Equity and Climate
• Establish Budget for ES Equity Team 

Initiatives and Events
• Sponsor UWT Engineering Pathways 

Apprenticeship Program 
• Improve Urban Forestry Planning 

Through Construction Arborist Position and
City-Responsible Tree Maintenance Crew
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2025-2026 PROPOSAL SUMMARY

*Totals do not reflect increased assessments from approved Internal Service Fund 
proposals, estimated to be ongoing impacts of $300-$750K

Less that 1% of baseline operating 
expenses

3% of baseline 
operating expenses

Solid Waste Wastewater Stormwater

Ongoing 984,100 715,287 1,157,302

Reduction (185,228) (360,056) (505,570)

Revenue (1,557,841) (200,000)

Enhancement 2,727,202 1,275,342 1,662,872

One-Time 512,000 617,903 1,575,500

Add 570,000 617,903 1,575,500

Total 1,554,133 1,333,190 2,732,802

Presenter Notes
Presentation Notes
If you take all of our budget proposals, this is the impact of each fund’s bottom line. I use this slide to demonstrate that although we have numerous proposals, we are very cognizant of increasing costs and try to limit new cost growth.Totals shown in this table include assumptions:- All reduction proposal accepted, even the yellow not recommended proposals- Stormwater would pay full one-time equipment costs of Tree Maintenance proposalSolid Waste 0.9% of operating expenses; 0.8% total budgetWastewater 0.7% of operating expenses; 0.5% total budgetStormwater 3.1% of operating expenses; 2% total budget; if one-time equipment for tree crew is cost shared, the percentage decreases by about half a percent
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2024 SIX YEAR REVENUE PLAN

2024 Proposed  Change from 2022 Forecast

Presenter Notes
Presentation Notes
Based upon all of the baseline costs as well as factoring in estimates of approved Internal Service Fund proposals and our proposals, this table show our updated overall revenue plan for the next six years. The red text shows differences from our six-year plan presented in 2022.You’ll see that there are differences from what we have been sharing so far this year. The most striking perhaps is for Solid Waste. Stormwater was also increased slightly higher than initial estimates.In speaking to those differences:Solid Waste – have kept rates at 4% for several bienniums even though inflation as been much higher. With increasing equipment costs (fleet) and needed facility upgrades, Solid Waste capital spending is projected to double in next six-year plan from previous six-year plan. That is the difference from our last meeting in June – we received the updated CIP from Solid Waste. Rates need to increase to support that spend. Utility is also planning to utilize debt. Stormwater – coming off higher the usual capital spends from 2022-2024 drawing down the cash balance; a need for further capital spending in the future, which is impacted by new normal of higher capital costs from construction inflation; as smallest utility, needs larger increases to make up for the difference and to help fund other Council priority areas and business needs. High percent increase, still represent the smallest overall bill increase of any of the city’s utilities. Bill impacts are coming up on future slides.Wastewater is at the same revenue forecast shared in 2022.Will talk about affordability in next stepsI also want to mention that our budget proposals, regardless of approval, are likely not significant enough to impact the needed revenues, except perhaps in Stormwater.Let’s look at the impacts of these projections.WATER NOTES- Original 4% in 2023 and 4% in 2024. After WestRock closure, added an additional 5% in 2024 for a total 9% rate increase this year.Projected to be 6.5% system average increased in 25-26. Residential may come in slightly underPOWER- System average increases of 5.3%; Residential increases of 7.4%
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2024 SIX YEAR REVENUE PLAN

Year Solid Waste Wastewater Stormwater

2025 5.5% 7% 8%
2026 5.5% 7% 8%
2027 5% 6% 7.5%
2028 5% 6% 7.5%
2029 4.5% 6% 7%
2030 4.5% 6% 7%

Presenter Notes
Presentation Notes
Based upon all of the baseline costs as well as factoring in estimates of approved Internal Service Fund proposals and our proposals, this table show our updated overall revenue plan for the next six years. The red text shows differences from our six-year plan presented in 2022.You’ll see that there are differences from what we have been sharing so far this year. The most striking perhaps is for Solid Waste. Stormwater was also increased slightly higher than initial estimates.In speaking to those differences:Solid Waste – have kept rates at 4% for several bienniums even though inflation as been much higher. With increasing equipment costs (fleet) and needed facility upgrades, Solid Waste capital spending is projected to double in next six-year plan from previous six-year plan. That is the difference from our last meeting in June – we received the updated CIP from Solid Waste. Rates need to increase to support that spend. Utility is also planning to utilize debt. Stormwater – coming off higher the usual capital spends from 2022-2024 drawing down the cash balance; a need for further capital spending in the future, which is impacted by new normal of higher capital costs from construction inflation; as smallest utility, needs larger increases to make up for the difference and to help fund other Council priority areas and business needs. High percent increase, still represent the smallest overall bill increase of any of the city’s utilities. Bill impacts are coming up on future slides.Wastewater is at the same revenue forecast shared in 2022.Will talk about affordability in next stepsI also want to mention that our budget proposals, regardless of approval, are likely not significant enough to impact the needed revenues, except perhaps in Stormwater.Let’s look at the impacts of these projections.WATER NOTES- Original 4% in 2023 and 4% in 2024. After WestRock closure, added an additional 5% in 2024 for a total 9% rate increase this year.Projected to be 6.5% system average increased in 25-26. Residential may come in slightly underPOWER- System average increases of 5.3%; Residential increases of 7.4%
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2024 RESIDENTIAL BILL COMPARISON

Based on theoretical residential customer: 7,000 SF residential lot for surface water, 6 CCF water for wastewater, 
and for solid waste a 60 gallon garbage container, two 90 gallon recycling containers, and two 90 gallon yard/food 
waste containers picked up every other week (or a weekly equivalent)

Presenter Notes
Presentation Notes
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AVG RESIDENTIAL CUSTOMER BILL

2024 
Monthly

2025 
Monthly

2026 
Monthly $ Difference % Difference

Wastewater $68.80 $73.37 $78.08 $4.57 $4.71 6.7% 6.4%

Stormwater $31.23 $33.72 $36.42 $2.49 $2.70 7.7% 8.0%

Solid Waste $55.79 $58.95 $62.30 $3.16 $3.35 5.7% 5.7%

ES Total $155.91 $166.04 $176.80 $10.13 $10.76 6.5% 6.5%

Presenter Notes
Presentation Notes
SOLID WASTE - Average bill includes $2.32 recycling surchargePOWER- Projected increase is $7-8 per year pending final rate design.WATER- presents their update to the PUB on August 14.- 4% in 2023/2024 was about $2. An additional just over $2 for the update in 2024. So 25-26 is likely to be $2-3 increase.
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AVG RESIDENTIAL CUSTOMER BILL

2025 
Monthly

2025 
Monthly 

BCAP

2026 
Monthly

2026 
Monthly

BCAP
$ Difference

Wastewater $73.37 $58.37 $78.08 $63.08 ($15) ($15)

Stormwater $33.72 $26.72 $36.42 $29.42 ($7) ($7)

Solid Waste $58.95 $41.63 $62.30 $44.98 ($17.32) ($17.32)

ES Total $166.04 $126.72 $176.80 $137.48 ($39.32) ($39.32)

BCAP Plus Full Credit (Automatic & Earned) Applied (20% Discount)

Presenter Notes
Presentation Notes
For each utility, the credit amount increased by an additional dollar in 2025.Quick note for Solid Waste – this slide only shows and includes the 20% credit amount for the original BCAP. In 23-24, we added an additional $3 to the Solid Waste BCAP auto credit to offset the impacts of the local excise tax imposed by City Council. That additional $3 is paid for from Excise Tax funding (a transfer to our Solid Waste fund). That extra $3 discount is not included in the calculations in this table.  Also the $2.32 recycling surcharge is excluded as well.BCAP Plus CreditsCredits 	2024 	2025 	2026 Wastewater 	14 	15 	15 Stormwater 	6 	7 	7 Solid Waste 	14 	15 	15 	2025 		2026 New Credits 	Auto 	Earned 	Auto 	Earned Wastewater 	7 	8 	7 	8 Stormwater 	3 	4 	3 	4 Solid Waste 	9 	6 	9 	6 
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2025-2026 CUSTOMER ASSISTANCE
Customer Assistance Program

Presenter Notes
Presentation Notes
As we talk about cost growth and rate increases, we of course also think about affordability.Update from June meeting:Customer solutions withdrew the proposal to increase BCAP eligibility to 80% AMI.Originally exploring the option to align with other programs:HUD uses 80% AMI for their maximum housing income eligibilityClean Energy Transformation Act (CETA) also uses 80% AMI Tacoma Power Conservation Programs has a maximum of 80%  There is concern about the increase to the budget by raising the income eligibility.  With all the rate pressures already on the horizon, it would be best to focus on enrolling as many households at 60% AMI.  The hope is to help more households achieve the additional credit by paying their bill in full and on-time.  Continued focus on increasing enrollmentWe supported the work of Customer Solutions at TPU, who have a goal of enrolling 10,000 customers in BCAP by the end of the year. This slide shows enrollment eligbity and actual enrollment for the three Environmental Services utilities. You note the significant growth in enrollment in BCAP from 2022 to 2023. This was due to several efforts including:Auto enrollment for households who recently qualified for the federal LIHEAP/LIHWAP assistance.Auto enrollment for households living in dwellings where the maximum income is 60% of AMI.On-site enrollments at apartment complexes where income is mixed.  Staff provides applications and conducts intake on-site.Community festivals/events.Farmer’s Markets/Food banks.School activities & newsletters.Marketing blitz from June 17 – July 12 and again August 12 – September 27.Radio, digital banners, social posts, MyAccount, residential e-newsletters, postcardsBillboards, transit interiors, cable TV adsProgram was also promoted through all of TPU’s various communication channelsBill insertsWebsite content cards/hero imagesLobby ScreenDigital ads on MyAccount (payment portal)Articles in our customer communications- Utilities and U*, residential and commercial e-newslettersSocial Media campaign May/June  We also did:Envirotalk ad.Onsite enrollment postcard Program flyers for community partnersTwo school flyers  The marketing blitz is being paid for by Tacoma Power as part of their “Power Moves” campaign.  We also have a community outreach van that will be used at community events and can be used for pop-up events in different neighborhoods.The estimate used for 60% AMI is $51,780.  Income part of the LIE threshold is $38,835.Monthly bill creditsPower – $25.30Water – $7Wastewater – $7Surface water – $3Solid waste – $8Monthly Total – $50.30Achievable additional monthly bill creditsPower – $21Water – $5Wastewater – $7Surface water – $3Solid waste – $6Monthly total – $42Total Annual Credit: $1,107.60Household Size: 1 �Maximum Monthly Household Income: $4,054Household Size: 2 �Maximum Monthly Household Income: $4,633Household Size: 3 �Maximum Monthly Household Income: $5,213Household Size: 4 �Maximum Monthly Household Income: $5,792 Household Size: 5 �Maximum Monthly Household Income: $6,258Household Size: 6 �Maximum Monthly Household Income: $6,721 New bill credits on upcoming bill impact slide
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• August 20 – 2025-2026 ES Revenue Requirement at GFPC

• September 12 – ESC Draft Letter

• October 1 – City Manager presents proposed budget and 
TPU and Environmental Services rates (tentative)

• October 8 – ES Budget and Rates Overview at Study 
Session (tentative)

• September to November – Community Outreach

• November 12 and 19 – Rates ordinances first and second 
reading (tentative)

NEXT STEPS
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2025-2026 Rate Revenues
City of Tacoma | Environmental Services

Environmental Services Commission
August 8, 2024

Presenter Notes
Presentation Notes
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