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METHODOLOGY

Choice of Metrics

The affordability analysis uses five metrics to assess the affordability of the City’'s combined utility rates.
Three of them measure the monthly total utility cost (water, sewer, and stormwater) in relation to household
income. The other two metrics focus on monthly utility cost in relation to the minimum wage."

In calculating the monthly cost of the water, sewer, and stormwater utilities, we assumed a single family
residential customer with average monthly volume of 7 hundred cubic feet (ccf) for water (year-round
average) and 5 ccf for sewer (winter average). Household income comes from the 2022 American
Community Survey (ACS) 5-year estimates?, with 2 years of income growth assumed to match CPI, so the
estimate is intended to be in 2024 dollars. The utility cost is compared with three levels of household
income:

» Median Household Income (%MHI)
» 20th Percentile Household Income (20%HlI)
» 40th Percentile Household Income (40%HI)

Monthly total utility costs as a multiple of hourly minimum wage (HM) examines the number of hours of
minimum wage gross income that would be needed to pay monthly water, sewer and stormwater bills.
Minimum wage data came from Washington Department of Labor & Industries. Because Bellingham and
several other cities have local minimum wage levels higher than the statewide minimum, we separate HM
into two metrics.

» Hours at Statewide Minimum Wage (HSM)

» Hours at Local Minimum Wage (HLM)

Time Frame for Rate Projections

To examine the projected affordability of Bellingham's utility rates in the future, the City's 2024 rates were
projected 21 years to the year 2045, using separate rate increase assumptions for each utility. The reason

" These metrics were drawn largely from the work of Dr. Manny Teodoro, now with the University of Wisconsin-Madison,
particularly his January 2018 article, “Measuring Household Affordability for Water and Sewer Utilities,” in Journal
AWWA, published by the American Water Works Association. Dr. Teodoro's recommended measures include “AR20"
(similar to our "20%HI") and "HM" (hours at minimum wage).

Dr. Teodoro’s definition of AR20 focuses on the cost of water and sewer (not stormwater) as a percentage of disposable
household income at the 20th percentile—that is, total income minus essential costs of living, such as housing, food,
health care, and home energy. We do not have reliable data on essential costs of living for comparable cities in
Washington, so the metrics used in this analysis are percentages of total household income, not disposable income.

Our definition of HM came directly from Dr. Teodoro's work, except that we differentiate between the statewide
minimum wage and local minimum wages, since Bellingham’s local minimum wage is higher than the statewide
minimum.

2 U.S. Census Bureau, 2022 American Community Survey 5-year estimates, Table B19013 for median income and Table
B19081 for the 20% and 40% quintiles. Five-year estimates (rather than the most recent year only) are typically used for
ACS data because it reduces variability in the numbers.
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APPENDIX B — DETAIL ABOUT AFFORDABILITY METRICS

Statewide Local Monthly Income Metrics
Combined Minimum Minimum Median 20th Income 40th Income Min.
Population Monthly Res. Wage Wage 20th 40th Income Percentile Percentile Wage
Rank Rate (Hourly) (Hourly) Median Percentile Percentile (%MHI) (%20HI) (%A0HI) (HSM)
1 Seattle $ 183.05 $ 16.28 § 19.97 | § 10,371 § 1,913 § 5,846 1.77% 9.57% 3.13% 11.24 9.17
2 Spokane $ 61.90 $ 16.28 § 16.28 | $ 5,658 $ 1,291 § 3,449 1.09% 4.79% 1.79% 3.80 3.80
3 Tacoma $ 129.63 $ 16.28 § 16.28 | $ 7,067 $ 1,654 § 4,458 1.83% 7.84% 2.91% 7.96 7.96
4 Vancouver $ 8255 § 16.28 § 16.28 | § 6,579 $ 1,661 § 4,333 1.25% 4.97% 1.91% 5.07 5.07
5 Bellewue $ 17543 § 16.28 § 16.28 [ $ 13,363 $ 2,916 § 8,410 1.31% 6.02% 2.09% 10.78 10.78
6 Kent $ 151.08 $ 16.28 § 16.28 | § 7,771 $ 2,161 § 5,169 1.94% 6.99% 2.92% 9.28 9.28
7 Everett $ 134.55 § 16.28 § 16.28 [ $ 6,952 $ 1,645 $ 4,369 1.94% 8.18% 3.08% 8.26 8.26
8 Renton $ 145.19 § 16.28 § 18.29 | § 8,247 $ 2,080 $ 5,427 1.76% 6.98% 2.68% 8.92 7.94
10* Federal Way $ 95.10 §$ 16.28 § 16.28 | § 7,180 $ 1,706 $ 4,583 1.32% 5.57% 2.07% 5.84 5.84
11 Yakima $ 59.66 $ 16.28 § 16.28 [ $ 4,980 § 1,310 § 3,119 1.20% 4.55% 1.91% 3.66 3.66
12 Bellingham (2024)  § 131.58 $ 16.28 § 17.28 | § 5721 $ 1,171 § 3,501 2.30% 11.23% 3.76% 8.08 7.61
13 Kirkland $ 161.48 § 16.28 § 16.28 | $ 12,117 § 2,782 $ 7,624 1.33% 5.80% 2.12% 9.92 9.92
12 ** Bellingham (2045)  § 319.51 § 16.28 § 17.28 | § 5721 $ 1,171 § 3,501 5.58% 27.28% 9.13% 19.63 18.49
* Spokane Valley is actually tied for 8th in population rank. It is excluded from this research because it is served by five different water providers.
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Multi-
family
Program Target Income Tenants  Participation
Name Program Description Population Eligibility Requirements Requirements Distribution Eligible? Estimate
Household Discount applied to bill
Utility Discount {60% discount on City Light and 50% |'°0Me Below Residential customers of both Seattle City |4-person household |0 e e o gy
Seattle . g 70% State Light and Seattle Public Utilities (water, max monthly income: e Yes 35,000
Program discount on Seattle Public Utilities. ; - credits distributed to
median sewer, solid waste). $7,095 . .
) renters via electric bill.
income
Seniors and disabled individuals who
qualify for Spokane County property tax
St.enlor & Bill credit of $10/month (roughly $17 S.enlors and relieflexemptions. Taxpayer must be at Comblngd fam|l.y Bill credit distributed Data not
Spokane [Disabled discount on average) disabled least 61 years of age and own the house | monthly income: through property tax No available
Credit 9¢). citizens they live in. For a disability exemption, $4,167 bill.
taxpayer must be unable to work due to
physical disability.
. - S ; Have a current TPU account in your name. -
. 35% discount on electricity, drinking |Seniors and ) . ... |4-person household |Bill discount
Discount : ) . At least 62 years older or receive disability . . L Data not
Tacoma water, solid waste, recycling and disabled . . max monthly income: |distributed through Yes )
Program I income. Current home must be primary L available
surface water. citizens . L ) $4,342 electric utility.
residence with single-metered service.
- ) Have a current TPU account in your name.
Bill Credit Utility crgdlt up to $1,108 annually All low- Live in the dwelling full-time as your primary | 4-person household ’ . '
) (amount is based on the number of |, . ) . ; . . |Bill credit applied to Data not
Tacoma Assistance L - : . income residence. Have residential, single- max monthly income: A Yes )
utility services billed directly through - electric utility bill. available
Plan et customers metered service (meter cannot be shared {$5,792
Tacoma Public Utilities). ) )
with another unit or structure).
Low-income seniors (at least 62 years old)
Utility Rate 70% discount on water, sewer, Seniors and  or Low-income permanently disabled 4-person household Discount applied to
Bellevue |Discount stormwater charges. No discount on |disabled persons receiving disability benefits from a {max monthly income: utlity bill pp No. 529
Program Capital Recovery Charges. citizens government program; AND living at the $5,708. ’
address receiving services in 2024.
; Low-income seniors (at least 62 years old) )
- . Seniors and . ) Check rebate mailed
Utility Rate 70% discount on water, sewer, ; or Low-income permanently disabled 4-person household
] disabled . o . . |to customer for
Bellevue |Rebate stormwater charges. No discounton | .- persons receiving disability benefits from a | max monthly income: ) Yes. 407
. citizens - i - previous year
Program Capital Recovery Charges. government program; AND living at the $5,708.
renters L Lo payments.
address receiving services in 2024.
If you have a delinquent bill or not ’ .
- Receive a discount
currently served by the Utility Rate X o
) . . - applicable to 100% of
. Relief Program, you may qualify for Must be living at the address receiving L .
Neighbors ) . ) All low- ) ) . 4-person household  |the utlity bill received,
) Neighbors Helping Neighbors . services in 2024, not currently enrolled in ) . No data
Bellevue |Helping ] income L h max monthly income: {for up to 2 months of No. .
. program. This program allows for the Utility Rate relief Program, and must . . available.
Neighbors o : L customers ) $5,708. utility service charges
100% reduction on a basic bill for up have a delinquent account. .
" . (maximum benefit
to two months of utility service
$352)
charges.
Utility occupation tax relief to low- All low- 4-person household Check rebate mailed
Utility Tax income households. If customers . Resident of City for at least 1 month in the P . . {to customer for
Bellevue . ’ income ) max monthly income: ) Yes. 950
Relief qualify for the other two programs, previous calendar year. previous year
) ’ customers $5,708.
they also qualify for Tax Relief. payments.
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Participation
Estimate

Rates and Tax Seniors and {61 years or older as well as low-income 4-person household Discount applied to
Renton 50% subsidy on City services. disabled disabled citizens, with utility bill in the max monthly income: N PP Yes 280
Rebate i s utility bill.
citizens applicant's name. $8,250.
Program
Household must not be receiving
. subsidized housing assistance. The person In 2021, there
Emergency funding (shutoff ) ) o
: . applying for H20 assistance must reside in were 28,517
prevention) funded by donations. All low- - " 4-person household - .
Help to Others . ) e j the home and be listed on utility account. ) . |Grant distributed by calls into donor-
Vancouver Maximum grant is $400. A qualifying |income ) max monthly income: L Yes
(H20) . The customer must have a past due notice, electric utility. funded program.
household may receive an H20 grant |customers C . L $3,900.
which identifies the account as being in Updated data
not more than once every 24 months. ] ) )
danger of having water service not available.
disconnected due to non-payment.
[}
Waiver of Waiver of the minimum sewer If_ezsjr;rllar;\(:t\z/oo oot ff water usage is below
Minimum Age 62 or older and meeting income eralp 3 ccf/month, the bill is Only if
charge, currently set at the sewer . e . guideline or (b)
Sewer Charge ) Low-income |guidelines. Must have sewer account in based on usage rate sewer
Vancouver usage rate times 3 ccf/month. If ) : threshold for State . . 100
for Low- . |seniors. his/her name and be the head of . __\times actual usage, account is
. usage exceeds 3 ccf/month, there is property tax exemption )
income f household. rather than usage rate | in name
. no discount. RCW 84.36.381(5)(a), |,.
Seniors f . times 3 ccf/mo.
whichever is greater.
Low-income Senior (at least 62 years old)
- " 60% discount on water and sewer or.dlsableq person or parent/guarclil.an ofa
Lifeline Utility ) : ’ minor receiving government disability
(only City of Kent portion of sewer), |Seniors and ) 4-person household ) .
Rate o) 4 A . payments. Must be responsible for . . |Discount applied to
Kent . 90% discount on stormwater, 50% disabled A L max monthly income: e No 753
Reduction . ’ ’ o payment of utility bills and living at the utility bill.
discount on solid waste (Republic citizens L ) $9,216.
Program Senvice) address receiving services. Total HH
’ Income is less than the federal HUD
Guidelines
Person(s) of the age of sixty-two years or
$40,000/year income: bill is 80% of older and person(s) qualifying for special
single-family rates. parking privileges under
Senior Citizen Seniors and RCW 46.19.010 or a blind person as Combined famil
. $35,000/year income: billis 70% of |~ defined in RCW 74.18.020 shall be eligible ) _y Discount applied to
Everett & Disabled ) - disabled duced P d monthly income: S No 369
Discounts single-family rates. citizens to pay a reduced rate for water and sewer $3.333.33 utility bill.
single-family residence service based on D
$30,000/year income: bill is 60% of the income levels as defined in
single-family rates. RCW 84.36.381 as it now exists or is
hereafter amended.
Customer All low- Pledge in customers
Federal . Donor-funded program. Maximum |, A . No standardized name provided by
Assistance } income No eligibility requirements. . . ) Yes 37
Way one-time $50 pledge. income requirements. |nonprofit partner (Multi-
Program customers

Service Center).
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Participation
Estimate

. . o No No .
No assistance |No assistance program at utility. . . ’ h No assistance
. assistance . . No assistance No assistance assistance
Yakima program at Referrals to local non-profit No assistance program at utility. - o program at
utility agencies program at program at utility. program at utility. program at utility
: 9 : utilty. utility. :
5 :
50% reduction of Water base The City of Kirkland offers reduced water,
. charge, usage charged at normal L
Kirkland Cares rate All low- sewer and garbage rates for qualifying low
. Low Income o, . . income residential customers. To qualify, |Max monthlyincome: |Discount applied to
Kirkland 75% reduction of Sewer base income . ) PR . . No. 255
Support applicants must live within Kirkland City $9,245 utility bill.
charge, usage charges at normal customers N )
Program rates Limits and have an annual income at or
' below 80% AMI for King County.
0-50% of max income: 75% bill T:i’al;t:”olrs 75% discount:
Utility Bill discount Seniors and 75% bill discount at 0-50% of max income Qualifying maximum rate 309
) 51-75% of max income: 50% bill ; 50% bill discount at 51-75% of max income 9 . Discount applied to . .| 50% discount:
Bellingham |Reduced ) disabled o) il o monthly income: N discountis
Rates Proaram discount citizens 25% bill discount at 76-100% of max $4.333 utility bill. assed 275
9 76-100% of max income: 25% bill income ’ P 25% discount:
. through to
discount rent 157
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’:E) F CS Study Memorandum

a Bowman company

May 6, 2025
To: Mike Wilson, Assistant Director - Engineering
City of Bellingham Public Works
From: Gordon Wilson, Senior Project Manager p (’:\ Eaa '] SO
Copy: Tadd Giesbrecht, Carollo Engineers {\

Subject:  Utility Customer Assistance Program - Next Steps

INTRODUCTION

This is a follow-up memorandum, intended to discuss in more depth some of the topics addressed in our
March 18, 2025 technical memorandum on the Bellingham utility affordability analysis.

The previous technical memo documents the City's current affordability challenge. Compared with the other
largest cities in the state, Bellingham's utility rates are in the middle of the group, but median household
incomes are near the bottom of the group, which means that low-income residents have to pay a higher
percentage of their income for utility rates. Furthermore, this challenge will be getting worse over the
coming 10-20 years, as required capital investment pushes City utility rates upward. In that affordability
analysis, stormwater rates are assumed to rise only with inflation, but water and sewer rates are projected
to increase faster than inflation and personal income growth.

The last half of the March 18 technical memo discusses policy responses to affordability challenges, both
across the state and in Bellingham specifically. This follow-up memo will dive more deeply into the City’s
current customer assistance program and the steps that can be taken if the City wants to expand that
program. It is based on further conversations with City staff, additional scenarios in the water and sewer
rate models, and our experience working with other city utilities in Washington that are dealing with the
same issue.

CUSTOMER ASSISTANCE PROGRAMS ACROSS THE STATE

According to a national study in 2017, Washington was the only state in the country with explicit statutory
authorization for municipal utilities to set low-income utility rates funded by other utility customers,’ In
other states, rate-funded customer assistance programs are either prohibited or state laws are silent on the
subject. Because state statutes in Washington are so supportive and clear on the subject, it is very common
for local utilities here to have some form of customer assistance program (CAP). In our March 18 technical
memo, we reported on the results of a survey of the CAPs for the twelve largest cities in the state with a
single water provider.? Some cities offer assistance to low-income customers through more than one type
of program, but the most common type is the bill discount program, similar to Bellingham's CAP, through
which qualifying low-income customers pay reduced utility rates.

' Navigating Legal Pathways to Rate-Funded Customer Assistance Programs: A Guide for Water and
Wastewater Utilities, published by the University of North Caroline Environmental Finance Center.

2 Spokane Valley is among the twelve largest cities in the state, but it was not included in our survey because
it has five water providers, making data comparisons difficult.
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Some utilities have opted to minimize their administrative costs by tying eligibility screening to the
applicable County property tax deferral programs, which are authorized statewide for low-income property
taxpayers who are either senior or disabled citizens. The drawback of that approach is that in order for a
city utility to take advantage of County eligibility screening, the beneficiaries must be seniors or disabled
citizens who own their homes. That limits the pool of low-income residents who might otherwise be eligible
for a utility bill discount.

BELLINGHAM CUSTOMER ASSISTANCE PROGRAM

The City has a track record showing that support for low-income residents is a community value. Many
years ago, the City developed its existing customer assistance program consisting of bill discounts for
qualifying customers. In more recent years, the City converted from bimonthly to monthly billing, which
helps customers manage their utility bills from month to month—a particular concern for low-income
residents. In 2023, voters approved a ballot measure setting a local minimum wage that is higher than the
statewide minimum wage. Beginning on May 1, 2025, Bellingham’s local minimum wage will automatically
be set to $2.00/hour higher than the statewide minimum. For the remainder of 2025, the statewide minimum
wage is $16.66 per hour, while the local minimum wage will be $18.66 per hour. The minimum wage is a
support to all low-income households, not just those who receive a City utility bill.

Compared to other cities in our survey, Bellingham'’s bill discount program is unusually well targeted—it
has three income tiers corresponding to three different levels of bill discounts. The value of this structure is
that it allows the City to be most generous with the customers who most need the help. The upper end of
the City's qualifying range is approximately at the 45™ percentile income level?, so utility customers with a
household income just below the median can qualify for a 25% discount on their utility bills. On the other
end of the spectrum, a household at approximately the 30" percentile income can qualify for 75% of the
utility bill to be waived. A 75% discount on the entire water, sewer, and stormwater bill is the most generous
bill discount offered by any of the largest city utilities in the state. A level of support that generous would
probably not be manageable for the utility were it not for the three-tiered structure.

In addition to the income limits, eligibility for Bellingham'’s CAP is limited by two other requirements.

e The low-income household must have at least one person who is either senior (age 62+) or disabled;
and

e The low-income household must be the responsible party for paying a City utility bill.

We will discuss those two restrictions separately.

Limitation by Age and Disability Status

Because the City's current CAP was established many years ago, we do not know the original rationale for
requiring that qualifying households be occupied by seniors or disabled citizens. However, because the

3 The U.S. Census Bureau American Community Survey (ACS) gives income data for certain percentiles (20%,
40%, median, 60%, 80%, 95%, and 100%). Those percentiles do not match up exactly with the qualifying
incomes for the City's bill discount program, so the percentiles given here are rough approximations.
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practice is so common across the state, we can guess that it originally stemmed from the design of the
statewide property tax deferral program administered by the counties.

If Bellingham relied on the Whatcom County property tax program to determine which residents are eligible,
then the City would have no choice about restricting its CAP to seniors or disabled citizens. However, in
order to implement the City’'s three-tiered program design, the City has already developed the
administrative capacity to do its own qualifying. The utility billing staff sends out annual reminder notices
to previous program participants, reviews applications from new or continuing applicants, checks the
income tax forms for the applicants’ total income, and determines the level of eligibility. Because the City
performs that function itself, its eligibility criteria need not be tied to the County’s criteria.

City Utility Bill Accounts

A bill discount only helps someone if they actually pay a bill. Thus, the beneficiary of the City’'s current bill
discount program must be someone named on a City utility account. In Bellingham, this can be the property
owner or a renter, if the renter occupies a building with a single water meter.

In the City billing system, property owners are the ultimate responsible parties, but they are able to
designate someone else (typically either the renter or a property management company) to be the primary
party for receiving and paying the bill. The property owners are then designated as secondary on the
account; they get involved only if the bill is not paid by the primary party. According to City staff, there are
currently 3,856 renters in Bellingham who are designated as the primary party to pay the utility bill. This
represents about 13% of the 28,655 total City utility accounts.

Similarly, the large majority of the participants in the bill discount program are homeowners. According to
the staff, out of 741 customers currently enrolled in the CAP, only 60 (8%) are renters.

Renters in Multi-Unit Buildings

Most low-income people rent units in multi-unit buildings rather than single family homes. Typically in
multi-unit apartment buildings, individual units have separate electric meters, but there is only one water
meter for the entire building. This is a significant constraint in trying to address the City's affordability
challenge.

A few other utilities across the state have designed programs to extend the benefit of reduced rates to
renters in multi-unit buildings. Seattle and Tacoma—which have City-owned electric utilities—provide
assistance in the form of reduced electric rates. Other utilities—including the City of Bellevue, City of Auburn,
City of Lynnwood, and the Northshore Utility District—have designed and implemented cash rebate
programs for low-income residents who do not directly pay a water/sewer utility bill.

Non-Profit Providers of Low-Income Housing

In addition to the support to households, the existing City CAP also offers a 10% discount to non-profit
providers of low-income housing, including the Bellingham Housing Authority. There are currently 47
accounts with this designation. These housing providers are restricted in how much rent they can charge to
low-income tenants, and they generally consist of multi-unit buildings where there is a shared water meter
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and the utility cost is embedded in the rent. So reduced utility rates do not directly help the low-income
tenants, but the discounts do support the organizations that provide low-income housing.

DEGREE OF UNMET NEED

How many people could qualify based on income alone but are not currently served by the City's customer
assistance program? While we do not know the answer to that question, we do have some clues.

Reference Points

Comparing the number of low-income people served by an electric utility to the number served by the City
utilities can give a clue about the total universe of households in Bellingham who have low incomes, without
restrictions on age or disability status or whether they live in in multi-unit buildings. City staff communicated
with representatives of the Opportunity Council, which administers Puget Sound Energy (PSE) Bill Discount
Rate, Home Energy Lifeline Program (HELP), and the Low-Income Home Energy Assistance Program
(LIHEAP). The PSE programs have different income thresholds than the City, and the thresholds vary by
household size, but significantly, these programs are not limited to seniors or disabled citizens. According
to the Opportunity Council, from October 2023 through September 2024 the PSE Bill Discount Rate program
served 4,467 households and the HELP program served 4,262 households—both figures are about 6 times
the 741 customers served by the City's CAP.

These findings are consistent with our work in 2022 for the City of Shoreline, where we found that the
number of electric customers receiving bill discounts from Seattle City Light was about seven times the
number of sewer customers receiving discounts from the City of Shoreline (2,184 households compared
with 311 households). For Shoreline, as in Bellingham, the higher number of customers eligible for electric
bill discounts reflects both the fact that apartment units have separate electric meters and also the fact that
Shoreline’s sewer bill discount program at the time was restricted to low-income seniors or disabled citizens.

A third data point comes from our survey of the largest cities in the State. We compared the “level of
effort"—that is, the foregone revenue attributable to the CAP as a percentage of utility rate revenue. Of the
seven cities for which we could obtain data, all but one had a level of effort of less than 1%, including
Bellingham. The exception was Seattle, which had a level of effort of approximately 5%. Seattle differs from
Bellingham and the other six cities in two key respects: for Seattle, income is the only criterion (not age or
disabled status), and Seattle has an electric utility and is thus able to help renters in multi-unit buildings as
a credit on their electric bill. The 5:1 ratio in the level of effort analysis roughly fits the 7:1 ratio we saw in
the Shoreline participation numbers.

How many of the qualifying low-income households occupy a single-family home with a separate water
meter? For that quantity, we have two clues. One is from the Puget Sound Energy HELP program, which is
administered by the Opportunity Council. Of the 4,262 HELP beneficiaries in 2024, 1,842 households did
not have an apartment number in the residence address. If the 1,842 households are assumed to roughly
approximate the number of low-income households in Bellingham occupying a single-family home with a
separate water meter, that would imply that for the City to expand its CAP to all low-income households
regardless of age or disability status, the expanded participation might be about 2.5 times the City's current
741 participants.
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A final data point comes from the City of Bellevue, which has two annual rebate programs for renters related
to its water and sewer utilities. A 70% rate rebate program is restricted to senior/disabled citizens, while the
other program (a utility tax rebate) is open to all low-income residents. The program that is not restricted
by age or disability status has 950 participants, compared to 407 participants in the senior/disabled
program. (A given household can qualify for both programs, so the total number of qualifying residents is
950.) Thus, the program that is not restricted by age or disability has between two and three times the
participation of the narrower program.

Summary Conclusion About Degree of Unmet Need

Based on this research, it is clear that a substantial number of low-income people in Bellingham are not
receiving help with their City utility costs. The unserved households are a combination of two groups:

e Households who do have City utility accounts but are not seniors or disabled citizens, and
e Households in multi-unit buildings that do not have City utility accounts.

The first group can be addressed most readily, by opening up the eligibility criteria to remove the
requirement that a household have someone who is a senior or disabled. The second group will be more
challenging to reach, because the cost of City utilities is reflected in their rent rather than paid directly as a
utility bill.

We do not know the relative size of the two groups of unserved low-income customers, and that is a
significant uncertainty. However, the Bellevue data and the Bellingham PSE data give clues that just
removing the age/disability restriction could either double or triple the number of qualifying households
for Bellingham'’s CAP.

FIRST STEP

If the rising utility rate forecast leads the City to conclude that its support for low-income customers should
be increased, we suggest that the “low hanging fruit” in policy terms is to remove the requirement that an
eligible household include someone who is aged 62+ or disabled.

The main reason to remove this requirement is that it is not connected to the type of disadvantage created
by rising utility rates. The impact of rising utility rates is economic. It is the people who are economically
vulnerable who need some measure of protection from the stress created by higher economic demands. It
can be argued in theory (ignoring the realities of the labor market) that people who are of employment age
can more readily respond to economic stress by getting higher paid employment. That argument seems to
imply that because a younger worker could theoretically move from the 20" income percentile to the 60t
income percentile, that person should not receive assistance while he or she is at the 20" income percentile.
In response, we would point out that regardless of whether the challenge faced by a low-income person is
temporary or lifelong, it is still inherently an economic challenge, and economic challenges are made worse
by rising utility rates.

Even though the rationale for removing the age and disability limitation may be straightforward, the
implementation is not necessarily easy or straightforward, because there are costs—foregone revenue and
administrative costs. Those costs are discussed below.
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Our suggestion is that the City start by opening up the eligibility criteria to include all low-income
households. Since we do not know how many additional people will enroll in the CAP if the age and disability
restrictions are removed, we can learn much from changing one variable at a time. It will be important to
monitor the financial and administrative impact over at least a 3-year period, then revisit the entire policy
issue. At that point, it would be worth it to assess the impact of “step one” and decide whether to take “step
two"—that is, figure out a way to reach renters in multi-unit buildings whose utility costs are embedded in
their rent. The options for a “step two" are described in our March technical memo and will be briefly
summarized later in this memo.

POTENTIAL RATE IMPACT OF EXPANDING THE CUSTOMER ASSISTANCE PROGRAM

There are two types of costs related to customer assistance programs: foregone revenue and administrative
costs. Both types of costs affect the rates that non-low-income ratepayers see on their bills. For that reason,
there are tradeoffs between how generous the City can be with low-income customers and the additional
burden that other customers are asked to bear.

Foregone Revenue

As of 2025, the 741 customers enrolled in the CAP program are projected to cost the three City utilities
about $663,000 in foregone revenue. That level of rate impact is already built into the rate forecasts
presented to the City Council. As of 2025, foregone revenue from the CAP represents about 0.8% of the
water rate revenue, about 0.8% of sewer rate revenue, and about 0.4% of stormwater rate revenue.

How might those percentages change if the City were to open up the CAP eligibility criteria to include all
low-income households who have a City account in their name? We don't know how many more low-
income customers would apply for a discount—the City would have to implement such a policy change
without completely knowing its impact. However, considering the data from Bellevue’s programs, it would
be reasonable to test the rate impact if the number of participants were either doubled or tripled.

Right now, there are three "reduced rate” customer classes in the City billing system (corresponding to 25%,
50%, and 75% discounts). If the low-income CAP were expanded, there would be a one-time shift in rate
burden from the three “reduced rate” customer classes to the other customer classes. To illustrate: if the
projected water rate increases for the next four years (2026-2029) are 11% per year, and if the expansion of
the CAP were to add another 1% to the rates paid by non-low-income customers, then the projected rate
increases with an expanded CAP would be 12% in 2026 and then 11%/year for 2027-2029.

Administrative Costs

The City's current CAP is administered by the customer billing staff. There is an annual renewal of eligibility,
peaking in about mid-May. The administrative impact is estimated by staff at roughly 0.5 FTE on average,
but remember that "averages conceal”: the reality is that for many months of the year there is very little
extra demand on the staff, but then during peak times of the year, it is “all hands on deck.” After discussion
with the customer billing supervisor, it is clear that if the number of applications for the CAP were to double
or triple, it would not be possible to accommodate those applications with the current procedures and the
current level of staff. Simply adding staff would not make sense given the existing procedures. The
seasonality could be reduced by—for example—spreading the renewal period over two or three different
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deadlines (sorting applicants by geographic zones, perhaps), changing to qualifying every two years instead
of annually, or possibly changing the application form to simplify the review requirements or take advantage
of other means-tested programs wherever they are available. Another idea would be to add a staff person
to be mostly dedicated to this one program (for example, someone could be assigned to spend 0.7 FTE on
CAP administration while another 30% of the person’s time would be available for other tasks), in which
case the application process could be a year-round process. While there is not yet a specific proposal to
respond to the prospect of expanded CAP eligibility criteria, it is clear that something would have to change,
and it would probably cost more money.

Along with managing a large influx of applications, the City would also need to engage in outreach efforts
to ensure that the newly eligible population becomes aware of the availability of bill discounts. One idea
under consideration by the staff would be to contract with the Opportunity Council, the non-profit
organization that serves as an intake point for the low-income programs of Puget Sound Energy and
Cascade Natural Gas. If the City were to move in this direction and the Opportunity Council were in
agreement, then Opportunity Council staff would serve as a "one-stop-shopping” point of contact for
potential clients. If those clients have City of Bellingham accounts, then Opportunity Council staff could
determine client eligibility. For the PSE low-income programs, the Opportunity Council currently relies on a
web application form with self-attestation, and it audits a certain percentage of the audited applications to
ensure compliance with income requirements. This would be a change from the current City procedure, but
it might be a necessary streamlining in order to accommodate two or three times as many applications.

If the City were to contract with the Opportunity Council for CAP administration, that would not necessarily
allow a reduction in the City customer billing staff. Because the current administrative process is so seasonal,
there is not a clean distinction between the people who work on CAP qualifying and people working on
other tasks—they all work on all of the tasks as needed. In addition, even if there is a contract with the
Opportunity Council, it is possible that the City staff would still need to provide qualifying for some
customers who may be accustomed to going to City Hall for their annual eligibility renewal. For those
reasons, we suggest that a contract with the Opportunity Council be looked upon as a chance for the staff
to gain some “productivity savings” (i.e., the chance to work on other, longer-term process improvements),
not cash savings. In fact, this change might not even yield much in the way of productivity savings for the
City staff—it might simply make it possible to accommodate a large surge in applications, re-design the
eligibility procedures, and coordinate with another organization involved in processing those applications.

With the uncertainty about how an expanded CAP would be administered, we had to make an assumption
in order to give the City Council a rough idea of the rate impact of an expanded CAP. We assumed that
doubling the number of eligible customers would require an additional $120,000 in administrative costs,
and that tripling the number of CAP participants would require an additional $160.000.

Summary of Potential Rate Impact

Exhibit 1 shows how the projected 2026 rate increases might be affected if the number of low-income
participants were doubled or tripled. It is shown by individual utility.

From this exhibit, we see that doubling the CAP demand in 2026 would add about 1 percentage point to
the planned rate increases for water and sewer, while adding 0.5% to the stormwater rate increase. There
would be no further impact on the rate increases after 2026, but the rates would continue to be higher in
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future years. For instance, by 2028, the total utility bill would be $1.63 higher per month than it would be if
the CAP were not doubled.

If the number of CAP applicants were to triple in 2026 instead of doubling, the rate impact would be an
additional 2 percentage points for water and sewer and an additional 1.0% for stormwater, all in 2026. The
total utility bill would be $3.27 per month higher due to the expanded CAP.

The third scenario shown in Exhibit 1 assumes that the number of qualifying customers grows gradually—
over a two-year period—to triple the current level. In this scenario, water and sewer rates would need to be
one percentage point higher and stormwater rates 0.5% higher in both 2026 and 2027. By 2028, the
combined utility bill would be $3.28 per month higher due to the expanded CAP.
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Exhibit 1: Potential Rate Impact of Expanding Customer Assistance Program

Water Sewer Stormwater Combined Bills
2026 2027 2028 2026 2027 2028 2026 2027 2028 2026 2027 2028
Current Number of CAP Participants 741 741 741 741 741 741 741 741 741
Current Foregone Revenue as % of Total Rate Revenue 0.83% 0.83% 0.83% 0.75% 0.75% 0.75% 0.4% 0.4% 0.4%
Assumed Rate Increases Before Expanding the CAP 11.0% 11.0% 11.0%| 18.0% 18.0% 12.0% 2.5% 2.5% 2.5%
Single Family Bill Before Expanding the CAP $ 7237 $80.33 $89.17 [ $68.65 $81.01 $90.73 [ $12.15 $12.45 $12.76 | $153.17 $173.79 $192.66
Impact of Doubling CAP Participants in 2026
Assumed Number of CAP Participants 1,482 1,482 1,482 1,482 1,482 1,482 1,482 1,482 1,482
Incremental Foregone Revenue 0.83% 0.75% 0.44%
Potential Additional Administrative Cost $ 120,000 0.17% 0.16% 0.08%
Assumed Incremental Rate Impact (rounded) 1.0% 0.9% 0.5%
Assumed Rate Increases before rounding 11.99% 18.91% 3.03%
Assumed Rate Increases (rounded) 12.0% 11.0% 11.0%[ 19.0% 18.0% 12.0% 3.0% 2.5% 2.5%
Single Family Bill $ 73.02 $81.06 $89.97 [ $69.23 $81.70 $91.50 [ $12.21 $12.51 $12.82 | $154.46 $175.26 $194.30
Increment Added to Single Family Bill $ 065 $ 072 $ 0.80|$ 058 $ 0.69 $ 0.77 |$ 006 $ 006 $ 006 |$ 129 $ 147 $ 1.63
Impact of Tripling CAP Participants in 2026
Assumed Number of CAP Participants 2,223 2,223 2,223 2,223 2,223 2,223 2,223 2,223 2,223
Incremental Foregone Revenue 1.65% 1.51% 0.89%
Potential Additional Administrative Cost $ 160,000 0.22% 0.21% 0.11%
Assumed Incremental Rate Impact (rounded) 1.9% 1.7% 1.0%
Assumed Rate Increases before rounding 12.87% 19.72% 3.50%
Assumed Rate Increases (rounded) 13.0% 11.0% 11.0% f 20.0% 18.0% 12.0% 3.5% 2.5% 2.5%
Single Family Bill $ 73.68 $81.78 $90.78 [ $69.82 $82.38 $92.27 [ $12.26 $12.57 $12.89 | $155.76 $176.73 $195.93
Increment Added to Single Family Bill $ 130 $ 145 $ 1.61|$ 116 $ 137 $ 154 |$ 012 $ 0.12 $ 012 |$ 259 $ 294 § 3.27
Impact of Doubling in 2026, Tripling by 2027
Assumed Number of CAP Participants 1,482 2,223 2,223 1,482 2,223 2,223 1,482 2,223 2,223
Incremental Foregone Revenue 0.83% 0.83% 0.75% 0.75% 0.44% 0.44%
Potential Additional Administrative Cost $ 160,000 0.17% 0.06% 0.16% 0.05% 0.08% 0.03%
Assumed Incremental Rate Impact (rounded) 1.0% 0.9% 0.9% 0.8% 0.5% 0.5%
Assumed Rate Increases before rounding 11.99% 11.88% 1891% 18.81% 3.03% 2.97%
Assumed Rate Increases (rounded) 12.0% 12.0%° 11.0% 19.0% 19.0%" 12.0% 3.0% 3.0% 2.5%
Single Family Bill $ 73.02 $81.79 $90.78 [ $69.23 $82.39 $92.28 [ $12.21 $12.57 $12.89 | $154.46 $176.75 $195.94
Increment Added to Single Family Bill $ 065 $ 145 $ 1.61|$ 058 $ 138 $ 154 |$ 006 $ 012 $ 012 |$ 129 $ 295 § 3.28
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In evaluating the fiscal impact to the utilities of a change in CAP participation, the scale of the change could
affect the level of discounts offered. For example, the City might decide that going from 741 to 2,200
participating low-income customers (tripling the current demand) would have an acceptable impact on the
forecasted rate increases. But going from 741 to 4,600 participants (matching the PSE level of participation
including apartment dwellers) might prompt the City to re-evaluate whether the 25%/50%/75% level of
discounts is sustainable fiscally. The City could conclude that with higher levels of participation, the discount
levels should change to (for example) 20%/40%/60% or 20%/45%/70%. Note that PSE's Bill Discount Rate
program offers discounts ranging from 5% to 45% per month, significantly less than the City's current
discounts. However, reducing the discount percentage could be a difficult transition for the people now
receiving discounts of 25%, 50%, or 75%; for them such a change could represent a significant rate increase.

INCREASING THE DISCOUNT TO NON-PROFIT PROVIDERS OF LOW-INCOME HOUSING

According to City customer billing data, there are 47 non-profit organizations providing low-income
housing, and their current 10% discounts result in $73,000 in foregone revenue. According to our rate
modeling, if the City were to increase the discount currently given to non-providers of low-income housing
from 10% to 25%, there would be no incremental rate impact above the impact of expanding the number
of qualifying low-income households. The reason for that finding is that the rate increases recommended
in the rate model are usually rounded to a half-percentage point, and the rate increases with a 25% discount
for low-income housing would be rounded to the same increases recommended with the 10% discount.

However, if the discount to non-profit providers of low-income housing were to be increased from 10% to
50%, an incremental half percentage point should be added in 2026 on top of the rate increases needed
due to the expansion in the number of qualifying households.

REACHING RENTERS IN MULTI-UNIT BUILDINGS

In our March 18 technical memo, we described two potential ways to provide offset the utility rate burden
that is built into the rent of low-income people living in multi-unit buildings.

One method would be to establish an annual rebate program. Bellevue has two annual rebate programs
that can serve as an example. In both, low-income individuals must complete an annual application, and if
they qualify, the City mails them a check. If the applicants are either senior or disabled, they can receive a
check representing 70% of the implied utility costs for the previous year. If the applicants qualify by income
but they are not senior or disabled, they can still receive a check representing a pro rata share of the City
utility tax received by the General Fund due to that person’s implied utility charges. If a senior or disabled
person qualifies for the rate rebate program, they are automatically considered eligible for the utility tax
rebate program as well.

Bellevue's calculated level of effort (the foregone revenue divided by the total revenue requirement) is less
than 1%, just like Bellingham's level of effort. That could be because Bellevue's most generous programs
(the 70% rebate for renters and a parallel 70% discount for those receiving utility bills) are restricted to
senior or disabled low-income people. The utility tax rebate (which was $146 in 2023) is less generous but
still provides some level of support for low-income residents who are not senior or disabled.
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Note that an annual rebate check is a different type of benefit to low-income residents than a monthly bill
discount would be. The annual check would function more like an annual tax refund—something that helps
a person pay down credit card debt or repair the car or incur some other large expense that they normally
can't afford, but not something that adds to the monthly grocery budget. However, even if a monthly benefit
would be preferable, it is not administratively feasible for people who do not have a City utility account.

The other method for helping renters in multi-unit buildings would be to establish a partnership with PSE
so that the benefit of the implied discount to City utility rates is applied as a credit against the electric bill.
We are unaware of any City in the State that has developed such a partnership with PSE.

SUMMARY

If the City wants to expand its support for low-income ratepayers, we suggest that a productive first step
would be to open up the eligibility criteria so that all low-income households who have City utility accounts
in their name—regardless of age or disability status—would qualify for reduced rates under the existing
25%/50%/75% tiers. That would mean increasing the rates even more than shown in the current rate
forecast, to accommodate the foregone revenue and increased administrative costs. Based on data from
Puget Sound Energy low-income programs in Bellingham and the participation numbers of the two Bellevue
programs (one age-restricted, the other not), we suggest that that the rates incorporate an assumption of
doubling the number of CAP participants in 2026 and reaching triple the current number by 2027.

With the assumption that CAP participation would eventually reach triple the current level, the rate increases
for Water and Wastewater should be one percentage point higher in each of 2026 and 2027 than the rate
increases already recommended for those utilities. For stormwater, the rate increases with the expanded
CAP should be 0.5% higher in both 2026 and 2027 than the level that would otherwise be needed.

If the City decides to increase the discount for non-profit providers of low-income housing from the current
10% to 25%, no further changes would be needed to the rate forecast. If the low-income housing discount
were to be increased from 10% to 50%, an additional half-percentage point should be added in 2026, on
top of the rate increases resulting from expanding the CAP to more qualifying households.

We also recommend that the staff—possibly in discussion with the Opportunity Council—develop a
proposal for how best to administer a CAP with double or triple the current level of participation. This
proposal will need to include consideration of potential changes to qualification procedures.

After at least three years of implementation, with improved data about the administrative demands and the
fiscal impact of expanding the CAP, the City will be in a better position to evaluate whether to take a second
step—that is, find a way to extend the benefits of a CAP to renters in multi-unit buildings. One realistic way
to accomplish this would be to establish an annual rebate program like the one in Bellevue and other cities.

The evaluation of a potential “step two” should include a consideration of the overall rate impact to non-
low-income ratepayers, and whether the 25%/50%/75% discount levels should be reduced in order to
accommodate more participants. It could also include consideration of whether to tie a portion of the
annual rebate to the amount of City utility tax collected by the General Fund in the previous year, as is the
case in Bellevue.
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Agenda

* Background

 Rate forecast review

— Presented 4/14 to City Council Public Works
and Natural Resources Committee

« Affordability analysis

» Customer assistance program (CAP)
— Current bill discount program
— Potential expanded CAP
— Impact on program administration
— Impact on rate forecast

» Staff recommendations
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Background

» Cancellation of Wastewater Solids Project in 2022

— Need to move forward with deferred
maintenance

— Projects necessary for environmental
compliance

* Implementation of update to the Water System
Plan

— Expansion of our water main replacement
program
« Significant pipe installed in the 1920’s
and 1930’s due for replacement

— Additional storage needs to be added to the
system

-4 -




-42-

Background

Why now?
« Significant capital projects are underway

— Emissions Controls

— Solids Storage tanks

— Environmental Clean-Up
— Watermain Replacement
— Water Storage expansion

* Need to ensure rates are adequate to maintain
1.7 debt ratio for bonding and loans that are
needed to complete these essential projects.

* Delaying implementation would lead project
]gelays and more rapid rate increases in the
uture.



Background

Expansion of the customer assistance
program

— These new rates will necessitate an
expansion of our customer assistance
program to help those who will be most
impacted by these increases.

The City has contracted with FCS Group
to help us evaluate and recommend an
approach to an expanded customer
assistance program.
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\Z o
o::) Revenue Requirement Forecast

e Utility rates are set to recover the annual cost of providing service over time
» Each utility forecast is separate.

() 400 Enterprise Funds 10% of current year budgeted Operating
F I Sca | po | I C I es Expenditures plus 5% of total budgeted five-

N1 year capital plan, except as noted below

» M Inimum reserves 400 Enterprise Funds with Revenue Debt Maintain 1.7x debt service coverage and
Qutstanding combined 270 days of operations coveragel

» Debt service coverage

Source: Financial-Management-Guidelines.pdf

e Operating costs (regular / ongoing)
» Employee salaries and benefits, routine inspections and maintenance
» Forecast based on current operating budget

e Capital costs (periodic)
» Infrastructure replacement, facility expansions & upgrades
» Forecast based on capital improvement plan
» Can be funded by rates, connection fees, grants, or (typically as a last resort) debt.

e Debt Service — annual cost resulting from prior capital funding decisions
WECS
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Beyond
forecast

022) Results - Rate Increases for Individual Utilities

20.0% Water: Water System Plan Update (ramp-up scenario)

o) o) O,
00 11.0% 11.0% 11.0% 11.0% 90% 90% 90% 90% 9.0%

3.0% . . . . . . . . . 40% 40% 40% A40% 40% 40% 40% 40% 40% 40% 40%
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2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045

Wastewater Utility (excluding nutrient removal projects)
12.0%

20.0% 18.0% 18.0%

12.0%

10.0%
° 40% 40% 40% 4.0% 4.0% 40% 40% 40% 4.0% 40% 40% 40% 4.0% 40% 40% 4.0%

X030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045

3.1%

0.0%

2025 2026 2027 2028 2029
Learn more about State requirements

20.0% .
ormwater: from 2020 Surface and Stormwater Comprehensive Plan (HDR)
10.0%
0.0% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%
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2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045
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o Note: Assumes existing customer assistance program
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\/
0::) Combined Water, Sewer, Storm % and $ Increases

Base Case Scenario

Combined Annual Increase, including increases to Watershed Charge

133% 13.5%
10.9% 10.9%

2.8%

6.2% 63% 64% 64% 65%

Note: Figures include Lake
Whatcom Watershed Charge

$135 $153

$135 $149 $164

39% 39% 39% 39% 39% 39% 39% 39% 39% 39% 3.9%
2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045
Combined Monthly Single-family Residential Bill, including increases to Watershed Charge
§444
§3g1 $396 $411 3427
§352  $366
6291 $302 $314 $326 9339
s214 $227 $241 %257 s273
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—e— Projected SFR Monthly Bill  =#= Equivalent in 2025
Siide 10
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jman company

Note: Assumes existing customer assistance program
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Alternative Scenario

\/
0::) Combined Water, Sewer, Storm % and $ Increases

Note: Figures include Lake

Combined Annual Increase, assuming no increases to Watershed Charge  Whatcom Watershed Charge

11.8% 12.2%
9.7% 9.8%
53% 54% 55% 55% 56%
5 89, 36% 37% 37% 37% 37% 37% 37% 37% 37% 37% 37%
. (o)
2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045
Combined Monthly Single-family Residential Bill (No Change to Watershed Charge)
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—e— Projected SFR Monthly Bill  =#= Equivalent in 2025
“?ECS Slide 11

jman company

Note: Assumes existing customer assistance program
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Alternative Scenario

{E) Impact of Holding Watershed Charge Constant
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OIE) Utility Affordability Analysis (2024)

A e Focused on combined utility rates (water, sewer, stormwater)
¢ » Bellingham future rates are for 2045, expressed in 2024 dollars

é e Income estimates rely on U.S. Census Bureau

American Community Survey (ACS)

H E e Comparative research among the 12 largest Washington cities that
Hi have a single water provider (Spokane Valley excluded)

RCW e Washington has explicit statutory authorization for reduced utility
74.38.070  rates for low-income citizens

.:3) li g S Slide 14
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o:E) Monthly Income Comparison

e Bellingham has a “two-humped” income distribution — high and low, not much in middle
» Incomes at the low end are lower than those in most other communities

Population Median Income 20th Percentile 40th Percentile
Rank Jurisdiction Income Rank Income Rank Income Rank

1 Seattle $ 10,371 3 $ 1,913 5 $ 5,846 3
2 Spokane $ 5,658 11 $ 1,291 11 $ 3,449 11
3 Tacoma $ 7,067 7 $ 1,654 8 $ 4,458 7
4 Vancouver $ 6,579 9 $ 1,661 7 $ 4,333 9
5 Bellevue $ 13,363 1 $ 2,916 1 $ 8410 1
6 Kent $ 7,771 5 $ 2,161 3 $ 5,169 5
7 Everett $ 6,952 8 $ 1,645 9 $ 4,369 8
8 Renton $ 8,247 4 $ 2,080 4 $ 5427 4
9 Federal Way $ 7,180 6 $ 1,706 6 $ 4,583 6
10 Yakima $ 4,980 12 $ 1,310 10 $ 3,119 12
11 Bellingham (2024) | $ 5,721 10 $ 1,171 12 $ 3,501 10 |ox2;??r?$r§up
12 Kirkland $ 12,117 2 $ 2,782 2 $ 7624 2

Source: 2022 ACS 5-Year Estimates adjusted for two years of inflation. TablelDs: B19013 and B19081.
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++) 2024 Single-Family Combined Utility Rates

e Bellingham is in the middle of the group

2024 Residential Water, Sewer and Stormwater Monthly Rates

Yakima
Spokane
Vancouver
Federal Way
Tacoma
Bellingham
Everett
Renton
Kent
Kirkland
Bellevue
Seattle

$0 $20 $40 $60 $80 $100 $120 $140 $160 $180 $200
“FCS Slide 16

Note: Assumes 7 ccf/mo year-round for water and 5 ccf/mo winter average for sewer.



0:2) Utility Rates as % of Median Household Income
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012) Utility Rates as % of 20th Income Percentile
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013) Summary of Affordability Analysis

e When we look at the largest Washington cities, Bellingham's
current utility rates are in the middle of the group

e However, Bellingham has among the lowest incomes for those at
or below the median

e Result: the City has a utility affordability challenge

e This challenge will be getting worse

» Utility rates are forecast to increase above inflation over next 9 years,
which will make utility affordability even harder for low-income residents

< FCS Slide 20
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013) Response to Affordability Challenge

e With an affordability challenge that is about to get even harder, we
were asked to review the City's current customer assistance
program (CAP) and similar programs across the State

e Consider whether Bellingham’s CAP can be expanded to help
more low-income households cope with rising utility rates

e If so, how might that be done? What might it cost?

< FCS Slide 22
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ozz) CAPs Are a Response to High Utility Rates

e Generally, cities with lowest rates also have limited CAPs
e The most common type of CAP is a bill discount program

Yakima
Spokane
Vancouver
Federal Way
Tacoma
Bellingham
Everett
Renton
Kent
Kirkland
Bellevue
Seattle

$0 $20
DECS

2024 Residential Water, Sewer and Stormwater Monthly Rates

$40 $60 $80 $100 $120 $140 $160 $180 $200

Note: Assumes 7 ccf/mo year-round for water and 5 ccf/mo winter average for sewer. Slide 23
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e "Level of effort” (LOE) = foregone revenue + revenue requirement
e Seattle does not limit CAP by age/disability, and it has an electric utility
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.:E) City’s Existing Customer Assistance Program

e Reduced rates available
» Three tiers: 25%/50%/75%

e Low-income households
with a senior or disabled
adult are eligible

e May be owner or renter,
but must pay the bill for a
City utility account

e Eligible non-profits
providing low-income
housing can receive a 10%
discount

HECS

Effective January 1, 2024

Age Income

62+ $52,000 or less

$52,000 or less and

18+
receiving permanent Social Security Disability payments

Rate Reduction

Qualified customers receive a reduction on their utility bill by the following percentages:

Household Income Percent Reduction
0 - 50% of the qualifying income 75%
51% — 75% of the qualifying income 50%
76% — 100% of the qualifying income 25%

Source: https://cob.org/services/utilities/reduced-rates

-63-
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o:E) Other Types of City Support

e Shift to monthly billing in 2022 helps
customers manage their month-to-month
costs

» A particular concern for low-income
households

e In 2023, voters approved a local
minimum wage that is higher than
statewide minimum

» Starting May 1, local minimum is now $2.00
more per hour than statewide minimum

» This change supports all low-income workers,
not just those with utility accounts

HECS

-64-
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Bellingham minimum wage in 2025

Currently, Bellingham sets its minimum wage at $1.00 above the
statewide rate, meaning that on Jan. 1, 2025, the citywide rate will
jump from $17.28 an hour to $17.66 an hour.

However, less than halfway through the year, Bellingham’s
minimum wage will increase again. The 2023 ballot measure that
established the citywide minimum wage says that, starting May 1,
2025, Bellingham’s minimum wage will be set at $2.00 above the
statewide rate.

So from May 2025 until the end of the year, Bellingham’s
minimum wage will be $18.66 an hour. The following year,
Bellingham’s minimum wage will be $2.00 higher than the 2026
statewide rate, which will be announced by L&I next September.

Slide 26



oIE) Potential Expanded CAP

e If the City wants to increase support for low-income customers, a good
first step would be to make all low-income customers eligible for
reduced rates, not just senior/disabled customers

e Current CAP - 741 households

e Based on data from Puget Sound Energy and other cities, removing age
and disability status from eligibility criteria could increase participation
by 2-3 times

e Doubling or tripling number of reduced-rate customers would have an
Impact on rates, due to foregone revenue

< FCS Slide 27

-65-



oI:) Potential Expanded CAP - Administration
4

e Doubling or tripling participation would also require
administrative changes

e City could partner with Opportunity Council for intake and
qualifying

» Potentially create "one-stop” service for resident utility discounts
— Puget Sound Energy, Cascade Natural Gas, City of Bellingham, Sanitary Service Co.

» Could simplify application and income verification procedures
» Could require resources for Opportunity Council administrative effort

< FCS Slide 28
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*
**> Rate Impact from Expanded CAP - What If?
e |f number of CAP participants is doubled, all in 2026 . ..

Water Sewer Stormwater Combined Bills
2026 2027 2028 2026 2027 2028 2026 2027 2028 2026 2027 2028
Current Number of CAP Participants 741 741 741 741 741 741 741 741 741
Current Foregone Revenue as % of Total Rate Revenue 0.83% 0.83% 0.83% 0.75% 0.75% 0.75% 0.4% 0.4% 0.4%
Assumed Rate Increases Before Expanding the CAP 11.0% 11.0% 11.0%| 18.0% 18.0% 12.0% 2.5% 2.5% 2.5% 13.3% 13.5% 10.9%
Single Family Bill Before Expanding the CAP $ 7237 $80.33 $89.17 [ $68.65 $81.01 $90.73 [$12.15 $12.45 $12.76 | $153.17 $173.79 $192.66
Impact of Doubling CAP Participants in 2026
Assumed Number of CAP Participants 1,482 1,482 1,482 1,482 1,482 1,482 1,482 1,482 1,482
Incremental Foregone Revenue 0.83% 0.75% 0.44%
Potential Additional Administrative Cost $ 120,000 0.17% 0.16% 0.08%
Assumed Incremental Rate Impact (rounded) 1.0% 0.9% 0.5%
Assumed Rate Increases before rounding 11.99% 18.91% 3.03%
Assumed Rate Increases (rounded) 12.0% 11.0% 11.0%[ 19.0% 18.0% 12.0% 3.0% 2.5% 2.5% 14.2% 13.5% 10.9%
Single Family Bill $ 73.02 $81.06 $89.97 [$69.23 $81.70 $91.50 [ $12.21 $12.51 $12.82 | $154.46 $175.26 $194.30
Increment Added to Single Family Bill $ 065 $ 072 $ 080 |% 058 $ 069 $ 077 |$ 0.06 $ 006 $ 006 |$ 129 $ 147 $ 1.63
e Expanded CAP adds $1.63 to combined monthly bill by 2028
» Adds one percentage point to Water & Sewer rate increases and 0.5% to Stormwater in
2026, then no difference in % increases
» Assumes $120K/year additional administrative costs
“?ECS Slide 29
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%
**> Rate Impact from Expanded CAP - What If?
e If CAP participation is tripled over two years (2026 and 2027). . .

Water Sewer Stormwater Combined Bills
2026 2027 2028 2026 2027 2028 2026 2027 2028 2026 2027 2028
Current Number of CAP Participants 741 741 741 741 741 741 741 741 741
Current Foregone Revenue as % of Total Rate Revenue 0.83% 0.83% 0.83% 0.75% 0.75% 0.75% 0.4% 0.4% 0.4%
Assumed Rate Increases Before Expanding the CAP 11.0% 11.0% 11.0%| 18.0% 18.0% 12.0% 2.5% 2.5% 2.5% 13.3% 13.5% 10.9%
Single Family Bill Before Expanding the CAP $ 7237 $80.33 $89.17 [ $68.65 $81.01 $90.73 [ $12.15 $12.45 $12.76 | $153.17 $173.79 $192.66
Impact of Doubling in 2026, Tripling by 2027
Assumed Number of CAP Participants 1,482 2,223 2,223 1,482 2,223 2,223 1,482 2,223 2,223
Incremental Foregone Revenue 0.83% 0.83% 0.75% 0.75% 0.44% 0.44%
Potential Additional Administrative Cost $ 160,000 0.17% 0.06% 0.16% 0.05% 0.08% 0.03%
Assumed Incremental Rate Impact (rounded) 1.0% 0.9% 0.9% 0.8% 0.5% 0.5%
Assumed Rate Increases before rounding 11.99% 11.88% 1891% 1881% 3.03% 2.97%
Assumed Rate Increases (rounded) 12.0% 12.0%  11.0% 19.0% 19.0%  12.0% 3.0% 3.0% 2.5% 14.2% 14.4% 10.9%
Single Family Bill $ 73.02 $81.79 $90.78 [ $69.23 $82.39 $92.28 [ $12.21 $12.57 $12.89 | $154.46 $176.75 $195.94
Increment Added to Single Family Bill $ 065 $ 145 $ 161 |% 058 $ 138 $ 154 |%$ 006 $ 012 $ 0.12|$ 129 $ 295 $ 3.28

e Expanded CAP adds $3.28 to combined monthly bill by 2028

» Adds one percentage point to Water & Sewer rate increases and 0.5% to Stormwater
in both 2026 and 2027, then no difference in % increases

» Assumes $160K/year eventually added to administrative costs

PDECS.
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9 Other Considerations
4

e The rate impact of expanding the CAP is in addition to the impact
of the existing CAP

» If CAP is tripled, the total rate impact of low-income discounts by 2028
would be about $5/month

— Existing $1.63 plus expansion $3.28

e Increase discount for non-profit providers of low-income housing:
» If increase from 10% to 25%: no further rate increases
» If increase from 10% to 50%: an additional 0.5% increase in 2026

< FCS Slide 31
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Decision Points

 Rate schedule
 Lake Whatcom Watershed

Expanded customer assistance program
— Eligibility
— Non-profit low-income housing
agencies

| | TR | ; | — Administrative considerations
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Staff Recommendations

 Rate schedule

— Adopt five-year rate schedule with water/sewer/stormwater increases shown in forecast,
plus impact of tripling the CAP over two years

» Water rates: 12%/year 2026 and 2027, 11%/year 2028 and 2029, and 9% in 2030
» Sewer rates: 19%/year 2026 and 2027, 12%/year 2028 and 2029, and 4% in 2030
« Stormwater rates: 3%/year 2026 and 2027, 2.5%/year 2028-2030

 Lake Whatcom Watershed fee
— Hold constant to offset CAP expansion
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Staff Recommendations

« Expanded customer assistance program
— Eligibility
» Expand eligibility to all low-income utility customers regardless of age/disability status
» Maintain other parameters, including discount tiers and eligibility only for billed customers
— Non-profit low-income housing agencies
* Increase discount for non-profit providers of low-income housing from 10% to 25%
— Administrative considerations:
» Partner with Opportunity Council for “one-stop” intake
» Streamline intake policies to facilitate expanded program

» Re-evaluate CAP in three years for further expansion or adjustment

-73-
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013) Decision Points — Rate Forecast

e Rate increases for water, wastewater and stormwater utilities as
shown in the forecast

» Five-year rate schedule is recommended
» Driven by required capital investment

e Should the City hold the Lake Whatcom Watershed fee constant or
have it increase by the same percentages needed by the Water
utility?

» Holding the Watershed fee constant over the study period would offset
the rate impact of tripling the CAP

< FCS Slide 37
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\Z
o::) Decision Points — Customer Assistance Program

e Should the City expand customer assistance program to base eligibility on
Income alone, not senior/disabled status?

e Increase discount to non-profit providers of low-income housing?

» If so, increase to 25%7? 50%7?

— If increase to 25%: No further rate increases needed
— If increase to 50%: Additional 0.5% rate increases needed

e |f customer assistance program is expanded:

» Additional rate increases

- In 2026 and 2027, add 1 percentage point each year to Water and Wastewater increases, 0.5% each
year to stormwater rate increases

- This will generate revenue to fund triple the CAP demand over a two-year period, plus up to 25%
discount for non-profit providers of low-income housing

» Partner with Opportunity Council for intake
» Streamline procedures

< FCS Slide 38

-76-



City Council Agenda Bill

Subject: Mayor's 2026 Budget Development Process

Summary Statement: Mayor Kim Lund and staff will present priorities for the 2026 Budget.

Previous Council Action: Adoption of the 2025 Budget

Fiscal Impact: The 2025 Revised Budget is $549 million

Funding Source: Citywide Funds

Attachments: 1. MAYOR'S 2026 BUDGET MEMO
2. BUDGET SCHEDULE
3. 2025 BUDGET SAVINGS MEMO

Meeting Activity Meeting Date Recommendation Presented By
Committee Briefing - 05/19/2025 Information/Discussion Mayor Kim Lund
Information Only

Recommended Motion:

Council Committee: Agenda Bill Contact:
Budget and Finance Committee Forrest Longman, 360-778-8005

Reviewed By Department

Fomest W Lowgman Executive
Council Action:

AHan 4 Marniner Legal

Rimberley V). Lund Executive
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City of Bellingham
210 Lottie Street
Bellingham, WA 98225

MEMORANDUM
TO: BELLINGHAM CITY COUNCIL
FROM: MAYOR KIM LUND
CC: DEPARTMENT HEADS
SUBJECT: 2026 BUDGET PRIORITIES
DATE: MAY 19, 2025

This memo marks the beginning of the 2026 Budget development process. Each department will
have until early July to develop their budget for consideration in July and August. | will present
the Proposed 2026 Budget to the City Council in late September.

The City continues to navigate a challenging financial situation. The structural deficit identified
in the 2025 budget process has been exacerbated as expenses continue to climb and revenues
remain flat. The majority of our General Fund is dedicated to the salaries and benefits of our
valued staff and our contractually required cost of living and benefits increases limit the City’s
ability to control expenses while maintaining expected levels of service. Revenue options are
being evaluated, but are not expected to fully close the gap.

Accordingly, unlike previous budget memos, this memo does not identify priority areas for new
investment. Instead, it seeks to identify areas where we will endeavor to minimize impacts as
we establish the City on firmer financial footing. This budget requires us to make hard choices --
we will have to reduce some services and programs. As we make those hard decisions, | propose
to develop a budget that prioritizes the following areas:

e Public Safety, including evaluating revenue sources that will maintain our current levels
of service;

e Programs and policies that support the expansion of housing supply across the
continuum of need; and

e Continued support for the internal services, systems and people that allow the City to
effectively and efficiently deliver services to the public.

The budget is at its core a policy document and a reflection of our essential work we own in this
community. How the City spends its money is the purest representation of its priorities. | seek
your feedback on the priorities | have identified and look forward to working with Council to
produce a budget which reflects our community’s needs while taking the action essential to
ensure the continued fiscal health of the City.

.78 -



BEL
ot Lig,

J._* G‘i
. b 4
U z
* L]
DRAFT 2026 BUDGET PROCESS CALENDAR i A
SUBJECT TO CHANGE IsHinet
Date 2026 Budget Process
Allocation Data Requests Sent
March 03 .
c Reappropriation Requests Due
= March 10
E Meetings with Councilmembers to discuss expectations/priorities
< March 28
g March 28 Allocation Data Requests Due
'y April 14 Reappropriations and Reserve Ordinance Introduced
'%o May 16 Payroll Corrections Due from Departments
@ May 19 Budget Priorities Shared with City Council
May 23 Allocations Due
Mav 28 Budget Instructions Sent to Departments
4 Budget System Open to Departments
May 29 Budget Kickoff Meeting with Budgeteers
- June 16 Mid-year Revenue Forecast/General Fund Projections
E July 11 Operating Budget Modification Requests, Draft Workplans & Shared
S 4 Capital Due from Departments
© Department Head Roundtable Review of Budget Modifications and
3 Late July
a Workplans
© Revenue Forecast & Draft Final General Fund Projections
& August 15 . .
3 Discrete Capital Due from Departments
August 18 Final Budget Decisions
August 29
September 08 Final Revenue Forecast
September 19 Budget Complete
September 24 Agenda Packet for Budget Introduction (Electronic Version Available)
September 29 Introduce Budget to Council (Budget Books Available)
October 06 First Budget Public Hearing
Budget Work Session
'5 October 13 Special Budget Work Session
3 Revenue Forecast & Property Tax Public Hearing
o October 20 .
o Budget Work Session
'téo October 27 Special Budget Work Session
g Property Tax Ordinance Introduction
§ November 03  Budget Work Session
S Second Budget Public Hearing

November 10
November 17

December 08

Special Budget Work Session (if needed)
Property Tax Ordinance 3rd and Final
Budget Ordinance Introduction

Budget Ordinance 3rd and Final
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City of Bellingham
210 Lottie Street
Bellingham, WA 98225

MEMORANDUM
TO: DEPARTMENT HEAD TEAM
FROM: FORREST LONGMAN, DEPUTY ADMINISTRATOR
CC: MAYOR KIM LUND
SUBJECT: INITIAL BUDGET REDUCTIONS
DATE: APRIL 24, 2025

The Department Head team met on April 24t to review potential budget reduction options for the 2025
budget year. After reviewing three percent reduction scenarios for all departments, these are the
opportunities for General Fund savings we expect to implement:

Finance Department
e Appropriately allocate Revenue Coordinator from majority General Fund to majority utilities —
approximate savings of $45,000 for remainder of year.

Parks & Recreation Department
e Reduce irrigation by 25% - approximate savings of $50,000.
e Return unused radios — up to $100,000 savings.
e  Shift funding of two Maintenance Aides and one Park Worker from General Fund to Greenways —
approximately $150,000 savings.

Public Works
e  Evaluate reductions of custodial services in City facilities.
e  Work with Department Heads to reduce fleet vehicles.

Information Technology
e Reduce professional services for staff support - $102,000.
e Reduce funding for Onbase consulting and other training - $90,000.

Planning & Community Development
e  Capture savings provided by staff leaves without pay — savings TBD.
e Reduce fleet by returning one car — savings TBD.
e Move tiny home maintenance costs from General Fund to Affordable Housing Sales Tax — savings
$22,500.
e  Move Library Behavioral Health contract to Justice Project Sales Tax - $75,000.
e Move Teen Court funding to the Justice Project Sales Tax - $24,000

In addition, all Departments should underspend their budgets wherever opportunities to do so exist and
all vacant positions will continue to be evaluated for potential freeze prior to approving recruitment.
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