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CITY OF SEATTLE
RESOLUTION ___ S/ %/

A RESOLUTION relating to the City Light Department; authorizing the deferral of certain
environmental costs for cleanup of designated Superfund sites in accordance with
Governmental Accounting Standards Board Statement No. 62 — Codification of
Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989
FASB and AICPA (GASBS 62) and subsequent amendments.

WHEREAS, the City Light Department, having been named as a responsible or potentially
responsible party, incurs and pays for environmental cleanup costs associated with
designated Superfund sites, primarily along the Duwamish River; and

WHEREAS, these environmental cleanup costs have to date been expensed in the year
identified; but are expected to be significantly higher in the near future than they were in
the past; and

WHEREAS, recording significant environmental costs when identified results in a significant
timing difference in recognition on the income statement, cash flow and rate-setting
process, thereby decreasing the usefulness and understandability of the financial
statements. Additionally, this may place an unnecessary negative burden on City Light’s
ratepayers in the short-term due to associated income statement volatility.; and

WHEREAS, deferral of cost recognition on the income statement should be matched by recovery
of deferred costs in the appropriate time period in retail electric rates; and

WHEREAS, deferral of environmental cleanup costs, that normally would be expensed, is
allowed under Governmental Accounting Standards Board Statement No. 62 —
Codification of Accounting and Financial Reporting Guidance Contained in Pre-
November 30, 1989 FASB and AICPA; and

WHEREAS, City Light needs the authority of its regulatory body—the Seattle City Council— to
change its accounting treatment of the costs; NOW, THEREFORE,

BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF SEATTLE, THE
MAYOR CONCURRING, THAT:

Form last revised: January 16, 2013 1
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Section 1. When accounting for environmental costs that would otherwise be expensed,
the City Light Department may defer these costs, as determined by management annually, on the
Balance Sheet and amortize to future periods in the Statement of Revenues, Expenses, and .
Changes in Equity in accordance with Governmental Accounting Standards Board Statement No.
62 — Codification of Accounting and Financial Reporting Guidance Contained in Pre-November
30, 1989 FASB and AICPA.

Section 2. The City Light Department will adjust electric retail rates accordingly to allow

for recovery of deferred environmental costs in future periods.

Form last revised: January 16, 2013 . 2
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Adopted by the City Council the Lijjﬂday of Sﬁ\ii , 2013, and
signed by me in open session in authentication of its adoption this ié n day
of - Oy ,2013.
President of the City Council
THE MAYOR CONCURRING:
Michael McGinn, Mayor

Filed by me thisJ % %ay of % ,2013.
@m@ e

Monica Martinez Simmons, City Clerk

(Seal)

Form last revised: January 16, 2013 3
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FISCAL NOTE FOR NON-CAPITAL PROJECTS
Departrﬁent: Contact Person/Phone: CBO Analyst/Phone:
| Seattle City Light [ Fernando Estudillo, 4-3832 | Saroja Reddy, 5-1232
Legislation Title:

A RESOLUTION relating to the City Light Department; authorizing the deferral of certain
environmental costs for cleanup of designated Superfund sites in accordance with Governmental
Accounting Standards Board Statement No. 62 — Codification of Accounting and Financial
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA (GASBS 62) and

subsequent amendments.
Summary of the Legislation:

This legislation would allow City Light to use accounting practices for environmental cleanup
costs that, while standard and common, are different from those it uses today. City Light’s
independent auditors are looking for affirmation of these new accounting practices by Council
Resolution.

Background:

City Light has been identified as a responsible party to perform cleanup of several designated
environmental Superfund sites. These sites include those along the Duwamish River, Harbor
Island, Georgetown Steam Plant, and others. For accounting purposes, City Light has
traditionally recognized environmental cleanup costs on the income statement as operating
expenses as soon as they are identified. However, for budget and rate-setting purposes, the
Utility is required to reflect such expenses when the actual disbursements are made. In the case
of future anticipated cleanup costs this will likely be many years after they are recognized on the
income statement. This timing difference decreases the usefulness and understandability of the
financial statements City Light is required to publish. Additionally, the associated income
statement spikes can be perceived negatively by external parties such as credit rating agencies.

Generally Accepted Accounting Principles (GAAP) afford an alternative in the accounting
treatment of environmental cleanup costs, allowing them to be deferred until the expenses are
“incurred. (Seattle Public Utilities uses the defetred method in accounting for its environmental
cleanup costs and the approach is common throughout the industry.) The proposed Resolution
would allow City Light to take advantage of this approach to provide for the same treatment of

environmental cleanup costs for both financial reporting and rate-setting purposes.

Please check one of the following:
This legislation does not have any financial implications.
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x_  This legislation has financial implications.

The proposed Resolution for deferral of certain environmental costs has reporting implications
for accounting but does not have any other financial implications. For purposes of accounting,
environmental costs that had previously been recorded as expense on the income statement when
identified will now be deferred and recorded to expense when actual environmental cost cash
outlays are made. The deferral of environmental costs utilizing GASB 62 will not have an effect
on the retail electric rates charged to customers, since for rate-making purposes, the costs have
and will continue to be recognized as cash outlays are made for actual environmental cleanup.

Appropriations:

Fund Name and Department Budget Control 2013 2014 Anticipated

Number Level* Appropriation Appropriation
TOTAL

*See budget book to obtain the appropriate Budget Control Level for your department.

Appropriations Notes: None. ‘

Anticipated Revenue/Reimbursement Resulting from this Legislation: |

Fund Name and Department Revenue Source 2013 2014
Number ‘ Revenue Revenue

TOTAL

Revenue/Reimbursement Notes: City Light adjusts retail electric rates to allow for recovery of
the environmental costs deferred. The amount of the rate adjustment will depend on the amount
of the environmental costs deferred in any given year. This action will also affect net income for
financial accounting and reporting purposes.

Total Regular Positions Created, Modified, or Abrogated through this Legislation,
Including FTE Impact:

Position Title and Position # Fund PT/FT 2013 2013 2014 2014

Department for Existing | Name Positions | FTE | Positions* | FTE*
Positions & #
2
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| TOTAL | [ | ]
* 2014 positions and FTE are total 2014 position changes resulting from this legislation, not incremental changes.
Therefore, under 2014, please be sure to include any continuing positions from 2013.

Position Notes: None.

Do positions sunset in the future? Not applicable.

Spending/Cash Flow:
Fund Name & # Department Budget Control 2013 2014 Anticipated
Level* " Expenditures Expenditures
TOTAL

* See budget book to obtain the appropriate Budget Control Level for your department.

Spending/Cash Flow Notes: Environmental costs will continue to be disbursed on schedule
whether these costs are deferred or not. No additional budget appropriation is being requested.
As noted above, environmental cost deferral will have an effect on reported net income in the
year of deferral, reported amortization of deferred costs, and reported revenue based on recovery
of deferred costs. '

Other Implications:

a) Does the legislation have indirect financial implications, or long-term implications?
No other financial or long-term implications other than what has previously been noted.
Specifically, future electric retail rates will be adjusted to ensure recovery of
environmental costs deferred (as is currently the case).

b) What is the financial cost of not implementing the legislation?

If the legislation is not implemented, there will be a reporting misalignment of the
accounting records in the financial statements and the amounts used for rate-making
purposes. This leads to confusion and decreased value of the financial statements and
increases unnecessarily the year to year volatility of net income in the accounting records.

Having a strategy for treatment of environmental costs assures the financial community
and rating agencies of rate stability which in turn is critical to maintaining City Light’s
strong bond ratings that result in lower financing costs. Alignment of externally reported
financial information with rate-making practice adds to the transparency of the
information and improves its usefulness to the financial community and rating agencies.

¢) Does this legislation affect any departments besides the originating department?
No.

d) What are the possible alternatives to the legislation that could achieve the same or
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similar objectives? No known alternatives.
e) Is a public hearing required for this legislation? No.

f) Is publication of notice with The Daily Journal of Commerce and/or The Seattle
Times required for this legislation? No.

g) Does this legislation affect a piece of property? No.
h) Other Issues: None.

List attachments to the fiscal note below: None.




City of Seattle
Office of the Mayor

May 21, 2013

Honorable Sally J. Clark
President

Seattle City Council
City Hall, 2™ Floor

Dear Council President Clark:

I am transmitting the attached proposed Resolution which authorizes Seattle City Light’s use of standard
accounting practices to defer certain environmental cleanup costs that would normally be recorded as
operations and maintenance expenses in the year incurred on Seattle City Light’s books. Seattle City
Light’s independent auditors are looking for affirmation of these practices by Resolution. This
legislation allows for deferral of environmental cleanup costs and subsequent recognition of expense
when rates are adjusted in the future to recover these costs, in accordance with generally accepted
accounting principles in the United States of America.

Seattle City Light has been named a responsible party or potentially responsible party, along with others,
for several Superfund sites within the industrial areas of the Duwamish River. Accordingly, Seattle City
Light has been incurring costs and paying for environmental cleanup of these Superfund sites. In the
past, these expenses have been recorded as operations and maintenance costs for financial reporting,
budgeting, and rate-setting purposes. Environmental cleanup costs are expected to be significantly
higher in the next few years. Seattle City Light is permitted by accounting standards to defer these costs
into future years when the actual cleanup costs are incurred and associated cash payments are made so
long as the costs are recovered in electric retail rates. This resolution will result in the enhanced
understandability and value of the Utility’s financial statements by aligning the activity reported on the
income statement, balance sheet and cash flow statements with the actual environment cleanup activity
that is being performed by the Utility. Current and future rates will not be affected by this change, as
environmental cleanup costs have already been deferred for rate-making purposes beginning with 2013
rates.

Thank you for your consideration of this legislation. Should you have questions, please contact Jeff
Bishop at 206-684-4649.

Sincerely,

‘ ;
Michael McGinn
Mayor of Seattle

cc: Honorable Members of the Seattle City Council

Michael McGinn, Mayor

Office of the Mayor Tel (206) 684-4000 . _
600 Fourth Avenue, 7 Floor Fax (206) 684-5360 /‘@% AN
PO Box 94749 TDD (206) 615-0476 ( T |

Seattle, WA 98124-4749 mike.meginn@seattle.gov . {51/




STATE OF WASHINGTON -- KING COUNTY

-~88.

301089 No.
CITY OF SEATTLE,CLERKS OFFICE

Affidavit of Publication

The undersigned, on oath states that he is an authorized representative of The Daily Journal of
Commetce, a daily newspaper, which newspaper is a legal newspaper of general circulation and it is now
and has been for more than six months prior to the date of publication hereinafter referred to, published in
the English language continuously as a daily newspaper in Seattle, King County, Washington, and it is now
and during all of said time was printed in an office maintained at the aforesaid place of publication of this
newspapet. The Daily Journal of Commerce was on the 12" day of June, 1941, approved as a legal
newspaper by the Superior Court of King County.

The notice in the exact form annexed, was published in regular issues of The Daily Journal of
Commerce, which was regulatly distributed to its subscribers during the below stated period. The annexed
notice, a
CT:31460 TITLE ONLY
was published on

08/08/13

The amount of the fee charged for the foregoing publication is the sum of $39.60 which amount has been

paid in full,
X
Subscyibed and sworn to before me on

-

! o2 [ .
/g [
S— Notary public for the State of Washington,
residing in Seattle

08/08/2013

Affidavit of Publication




State of Washington, King County

City of Seatﬂe

The full text of the following legisla-
tion, passed by the City Council on July 16,
12013, and published below by title only, will
be mailed upon request, or can be accesse
at http:/lclerk seattle.gov. For information
“on tpcoming meetings of the Seattle City
_Council, please visit http://www.seattle.gov/.
“councillcalendar. Contact: Office of the City
Clevk at (206) 684:8344.

RESOLUTION NO. 31460

A RESOLUTION relating to the City
‘Light Department; authorizing the deferral:
‘of certain environmental costs for cleanup;
“of designated Superfund sites in accordance
“with Governmental Accounting Standards

Board Statement No. 62 -- Codification
of Accounting and Financial Reporting.
“Guidance Contained in Pre-November 30,
1989 FASB and AICPA (GASBS 62) and sub-
sequent amendments.
Date of publication in the Seattle Daily |
' Journal of Commerce, August 8, 2013. :

7 #/8(301089) |
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