SULTAN CITY COUNCIL

AGENDA ITEM COVER SHEET

ITEM NO: Presentation by Financial Consulting Solution Group
. DATE: May 10, 2007
SUBJECT: Sewer Rate Study Update

CONTACT PERSON: Public Works Director Dunn

ISSUE:

The issue before the City Council is the progress of the current ongoing sewer rate
- study from Financial Consulting Solutions Group (FCS).

This is a presentation and update on the Sewer Rate Study from FCS Group, Inc. to the
City Council and public to discuss facts and findings with recommendated alternatives
to this point to meet those financial needs, '

Identify key assumptions and issues in the rate study, show the Mayor and Council
preliminary results of the rate study and receive feed back from the Council.

BACKGROUND:

The current user fees are adequate to meet the current goals and objectives of the
sewer utility. On completion of the 2006 Wastewater Treatment Plant Upgrade
Engineering Report, the City realized it would be unable to fund the Wastewater
Treatment Plant upgrade the then current General Facility Charge (GFC) and the
current rate payers and/or loans available to the City at that time. The City of Sultan
contracted with Financial Consulting Solution Group (FCS) to complete a Sewer Rate
- Study.

Through the public process in November, 2006, concluding with the approval of
~ Ordinance 941-06 on December 14, 2006. The City Council approved increasing the
GFC to the maximum amount of $9,106.00 recommended by the 2004 Katy Isaksen
Associates Rate Study. This was the first step to meeting the sewer goals of the City of
-Sultan.

FCS Group has been working with City Staff to gather the information needed to
complete a comprehensive study to identify the funding needed to move forward and
will be presenting a method on which to fund the improvements needed to meet the
goals set in the 2004 City of Sultan. Comprehensive Plan



SUMMARY:
The May 2006 General Sewer Plan identified the future need to upgrade the exisitng

1998 Wastewater Treatment Plant when more extensive treatment improvements are
required.

2004 Comprehensive Plan 2.11 Utilities Goal:

¢ Maintain and enhance the development and operation of an effective, efficient
wastewater treatment plant and collection system that will meet the needs of
Sultan’s present and future urban service area,

« Sewer Capacity: Increase wastewater treatment plant and collection line capacity
allocations to meet the need of the Sultan future urban area. Increase capacity
allocations to reflect increased usage trends caused by Sultan’s continued urban
intensification and economic development.

Tonight is the first of three public meetings which is part of the September 15, 2008

Contract with FCS Group, Inc. Task Seven (a.)

FISCAL IMPACT:
The meeting tonight is part of the contract the City of Sultan signed with FCS.

RECOMMENDED ACTION:

Consider the information presented tonight giving direction to continue the public
process and start the conversation of how to fund the Upgrade of the Wastewater
Treatment Plant o meet the goal of maintaining and enhancing the development and
operation of an effective, efficient wastewater treatment plant and collection system that
will meet the needs of Sultan’s present and future urban service area.

COUNCIL ACTION:

DATE: May 10, 2007

ATTACHMENTS:
City of Sultan Rate study Summary.

Contract Task Four — Issue Paper #1: Wastewater Treatment Facility Upgrade
Financing Opitions.
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N City of Sultan
"% Issue Paper #1:

Wastewater Treatment Facility Upgrade
Financing Options

es to their Wastewater
alation growth that 1s

- Issue: The City of Sultan is considering si
: Treatment Famhty to accommodate the
anticipated in the next 20 years. Ths

significant financial risk on the uil

that would minimize risk to“the
projected growth to occur,

Analysis:

mposed on new development based on capacity required. Capital cost and
capacity of the system define the basis of the GFC. In this strategy, project
funding remains the City’s responsibility, with GFCs as a potential related
Tevenue source.

The most common approach to this strategy incorporates two cost bases into
the calculation of the GFC: existing facilities and future capital projects. The
“existing” portion of the GFC is determined by the value of the facilities
currently in use by the City. New development pays for their fare share of the
existing facilities based on the capacity of the system and the demand placed
by the new connection. In addition, Cities are permitted to add ten (10) years
worth of interest to the cost of the existing system (RCW 35.92.025).
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City of Suitan April 10, 2007
Issue Paper: Wastewater Treatment Facility Upgrade Financing Options

The “future” portion of the GFC is determined by the value of the future
capital projects listed in the Capital Improvement Plan (CIP) of the City’s
adopted comprehensive plan. Similar to the existing portion of the GFC, new
development pays for their fare share of future projects costs based on the
capacity served by each project and the demand placed on the system by the
new connection. The cost of each project listed in the CIP is allocated to
existing and future customers based on the nature of the project (growth-
~related-or repair/replacement) and the capacity served by growth-related
projects.

Advantages:
» Allows access to public funding

» Provides an equitable charge.#

¢ Recovers both past and

ed costs in proportio velopment
requirements -

e A common approach, used B number of utilities in

Washington state
Disadvantages:
e Unreliable revenu ent schedules and

execution

rategy available to the City should they
ative.

n: Latécomer agreements, authorized under chapter 35.91 RCW,
truction of utility system improvements by a private landowner(s),

ed within the definition of water and sewer facilities eligible for
reimbursement under the statute are “construction of storm, samtary, or
combination sewers, pumping stations, and disposal plants, water mains,

hydrants, reservoirs, or appurtenances” within the city or within ten miles
from the city limits.

The developer first enters into a recovery contract with the city, then
constructs the improvements in accordance with the city’s master utility plans
and in conformance with city construction standards. The city inspects and
accepts for maintenance the constructed facilities; the facilities are considered
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City of Sultan April 10, 2007
Issue Paper: Wastewater Treatment Facility Upgrade Financing Options

city property, and all costs related to operating and maintaining the facilities
are paid for by the city.

Under this funding strategy, the developer fronts the initial costs of the

upgrade and receives latecomer payments from future landowners connecting
to the system,

) _Advantages

s Avoids ﬁnanczal exposure for the city for project construction

*

L]
developer

e A relatively common fin
municipalities across the s
(Appendix A includes's

Disadvantages:

: rize; this strategy volves ﬁnancmg of project costs through
oper fu ng, with the

oper to acquire or pay for future capacity according to a specified
edule, typically through pre-purchase of GFCs with installment payments.

This strategy contains three major elements:

* Definition of Cost and Capacity Shares: Values for the existing
facilities and improvement costs are added together to determine the
total capacity cost of the improved system. Developers requiring
treatment for new cornections are required to pay for their’
proportionate share of the total capacity cost.
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City of Sultan April 10, 2007
Issue Paper: Wastewater Treatment Facility Upgrade Financing Options

o Establish financial commitments and guarantees: The strategy is
contingent on the willingness of the developer to guarantee payment
of certain costs and payments attributable to their specific area of
development. There are three phases to this element:

o Developer pays for pre-construction project costs to begin the
planning process, and an agreement is developed between the
...City and the developer that outlines the project schedule,
payment plan, and a commitment City’s part to proceed
with the project. -

o The City will be the owner g ject in order to provide
ms or tax exempt debt

ancing and begins

needs, the devel
sufficient to cover
debt service.

..Lhe developer v\;() S
sam linked to paym

ity. The credit amount will be equal
tal GFC payment obligation for the

ayment stream to meet debt expenses. The payment stream is in
By a letter of credit of a quality acceptable to the City.

ovides guaranteed, scheduled funding and cash flow to utility to help
support project debt service

Protects City from some risks of development delay or reduction

¢ Can include provisions to support O&M costs

Disadvantages:

¢ Issues (legal, cost) related to transfer of obligation to divided parties

¢ Can create “reservoir” of unused capacity and pressure to allow
transfer/sale rights
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City of Sultan April 10, 2007
Issue Paper: Wastewater Treatment Facility Upgrade Financing Options

e Less secure payment stream than other options

Conclusion: The three alternative capital financing strategies identified above should be
evaluate by the City in light of their own needs and concerns. The first
alternative, a General Facilities Charge, is a relatively common approach used
by a large number of utilities in Washington state, The strategy involves a
certain degree of financial risk on the City’s part, but allows for a flexible and
equitable charge that recovers both past and planned costs in proportion to

- development requirements.

The second alternative, Developer Reimburs. t Contracts, is a
“Latecomer Agreement” that allows for cosstriicts n of ut111ty system
improvements by a private landowner(s); with reimbursement by other
private landowners who may later conn

definition of facilities ehglbfe fo
'opinion regarding this alternative

zdule, typically through
he developer provides an

F'stream is in turn secured by a
ithe City. This strategy allows access
rovides guaranteed, scheduled cash flow to
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City of Sultan April 10, 2007
Issue Paper: Wastewater Treatment Facility Upgrade Financing Options :

APPENDIX A:

UTILITIES WITH LATECOMER AGREEMENT P

Cities of:

Port Townsend

Lake Stevens
Redmond
Ridgefield
Yelm

Camas

Monroe
Colville
Friday Harbor
Raymond

Gig Harbor

Carnation.

Please refe ‘website for more information regarding latecomer agreements:

http://www.mrs PubWorks/latecomers.aspx
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