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6. Meetings and presentations. Prepare for and attend up to two staff work sessions. Prepare
for and attend up to a total of three meetings of the City Council and / or public hearings.
Preparation includes a compilation of comparative SDCs in Southwest Oregon and in key
cities elsewhere in the State.

7. Documentation. Prepare a draft SDC report for review by the City. Complete and provide a
final report integrating City review comments.

II. SYSTEM DEVELOPMENT CHARGE METHODOLOGY

A system development charge is a one-time fee imposed on new development or some types of
re-development at the time of development. The fee is intended to recover a fair share of the
costs of existing and planned facilities that provide capacity to serve growth.

Oregon Revised Statute 223.297 - 223.314 defines SDCs and specifies how they shall be
calculated, applied, and accounted for. By statute, an SDC is either of two components, or the
sum of two components;

= a reimbursement fee, designed to recover costs associated with capital improvements
already constructed or under construction, and

* an improvement fee, designed to recover costs associated with capital improvements to be
constructed in the future.

The reimbursement fee methodology must consider such things as the cost of existing facilities
and the value of unused capacity in those facilities. The calculation must also ensure that future
system users contribute no more than their fair share of existing facilities costs. Reimbursement
fee proceeds may be spent on any capital improvements related to the systems for which the SDC
applied.

The improvement fee methodology must include only the cost of projected capital improvements
needed to increase system capacity to meel the needs of future users. In other words, the cost(s)
of planned projects that correct existing deficiencies, or do not otherwise increase capacity, may
not be included in the improvement fee calculation. Improvement fee proceeds may be spent
only on capital improvements, or portions thereof, which increase the capacity of the systems for
which they were applied. The capital improvements must be contained in a capital improvement
plan adopted by the City prior to SDC adoption. Appendix A summarizes the adopted water and
sewer capital improvement plans.

Water SDCs must be spent on waler improvements, sewer SDCs must be spent on sewer
improvements, etc.

In general, the proposed SDCs were calculated by adding the applicable reimbursement fee
component to the applicable improvement fee component. Under the approach taken, each
separate component was calculated by dividing the eligible cost by the appropriate measure of
growth to be served. The unit of capacity used became the basis of the charge. A sample
calculation method is shown below.
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discussed in section B above. Second, ensuring that the combination of reimbursement and
improvement elements does not result in an over-allocation of costs to the new customer. Put
simply, the allocation method could, without proper care, inadvertently result in full shares of
both existing and future capacity improvements, leading to a “double charging” which results in
an excessively high SDC. A simple example would be the allocation of a full share of existing
treatment plant capacity, plus a full share of improvement costs to expand that capacity.

The methods employed in this study use two different approaches to avoid this problem,
depending on circumstance. In most cases, the analysis noted in the graphic presented in Chapter
1I identifies both existing and future capacity costs available for growth. It then divides both
parts by the total growth which they can serve together. This effectively provides a weighted
average cost of capacity available for growth.

The second approach which is sometimes used simplifies this further. It uses the total cost of
existing and future capacity, and divides this by the total customer base, including both existing
and future customers. By so doing, it results in a system-wide average cost of capacity, which is
then uniformly allocated to both existing and future customers based on their shares of ultimate
capacity. This tends to lower the resulting SDC charge by blending meore of the less expensive
existing capacity with the higher costs of expansion. It is used to simplify allocation decisions
when more detailed and costly analysis might otherwise be necessary to support a higher
allocation to growth.

D. Differentiation of Customer Service Areas

For SDC purposes, the City currently distinguishes different service areas only for Redwood
Sanitary Sewer Service District, which is in fact a separate utility enterprise, but one that pays the
City SDC (in addition to its own) for use of treatment capacity. The proposed sewer SDC
structure now differentiates two City SDCs: one which addresses only sewer treatment,
applicable to Redwood; and one which incorporates transmission system capacity, applicable to
new City connections. No other service area distinctions are proposed.

For water, no service area distinctions currently exist. However, the City continues to invest in
disproportionately in infrastructure needed to serve higher elevation zones, which require
transport of water through multiple pump stations and into new, higher reservoirs. The
recommended SDC structure now uses two different methods to establish SDCs for the lower
zones (1 through 3) and higher zones (4 and 5). The difference focuses on the way the storage
costs are allocated. For the charge applicable in zones 4 and 5, the cost of new storage needed for
growth is fully allocated to new growth. For the charge applicable in the lower zones, the cost of
new and existing storage is averaged together, resulting in & lower unit charge. This distinction
results in a higher charge in the higher service zones, which is a result generally consistent with
the City’s higher cost to serve those areas.

E. Capital Contributions

It is generally appropriate to identify and deduct capital contributions from the cost of system
infrastructure. Most such contributions are typically in the form of developer-constructed local
facilities. Since the methodology used directly excludes such local facilities from the analysis,
deducting recorded contributions would effectively deduct those costs twice, resulting in an
inappropriately low cost basis.

Capital contributions also include grant payments toward system capacity. Historically, the City
has received some grant funding, primarily for sewer (reatment capacity. However, those
programs were based on federal programs which severely restricted the applicability of grants to
growth-related capacity, usually no more than 10% of original capacity. The City has certainly
already experienced any such level of growth, This means that any prior grant funding would not
be attributable to capacity now used by new connections.
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and provision of local distribution service. In general, the City considers an 8 inch line as a
minimum reasonable size for providing local access and fire protection through public mains.
Based on this conservative assumplion, no mains of 8 inch or lesser size were considered to
provide transmission capacity. Further, larger mains were considered to also provide local
service, and only capacity in excess of the capacity of an 8 inch main was considered to
provide additional system capacity. For this analysis, $26,497,049 represents the portion of
system cost thus attributable to local water distribution and excluded from the cost basis.

¢ Current outstanding debt principal totals $2,800,000, while the water utility also has
$1,051,726 in cash and investments, assets not included in the total above. Based on this, the
net liability of $1,748,274 was considered to be a burden new customers would assume as
ratepayers, and deducted from the SDC cost basis.

This results in a net system cost of $25,690,966 related to the capacity-bearing infrastructure of
the water system. To determine the cost of unused capacity, system assets were then further
evaluated 1o determine the portion of the existing system available for growth, and then apportion
a corresponding share of cost. The following general steps were taken:.

e For the waler treatment facility, the share of unused capacity available for growth is based on
the plant capacity. Unused capacity of 7.5 mgd represents roughly 42% of total capacity.

= For water system storage, the water system plan documents an existing surplus of storage
capacily. For existing storage, the share of capacity in excess of current, as identified in the
plan, is assigned to growth.

* For transmission mains, the portion of investment not attributed to local distribution was
allocated between existing and future customers. This was based on the share of available
treatment capacity. As a result, only a very small share of the existing transmission and
distribution system was determined to be eligible for the SDC reimbursement fee.

e A proportionate share of the net debt liability was then deducted.

Based on the application of these allocation rules, the portion of system cost found to be
attributable to capacity available for growth was $8,430,003, or roughly 16% of the net system
cost. In contrast, the simple treatment capacity comparison found that 42% of treatment capacity
remains available, illustrating the conservative nature of the allocation methods being employed.

Finally, dividing this cost of unused capacity by estimated growth in equivalent residential units
resulted in a waler reimbursement fee of $1,273 per residential equivalent. For informational
purposes, this has been segregated between (treatment ($271) and transmission ($1,002)
components,

C. Improvement Fee Calculation

The City has adopted a water capital improvement plan which forms the basis for the
improvement fee. The following approach was taken to determine the cost of capacity-increasing
capital improvements, the numerator in the improvement fee calculation, and calculate the fee.

® The total project cost identified in the water capital improvement plan is $25,767,125. For
each project in the water capital improvement plan, City utility staff and engineers evaluated
the purpose and function of the project. For projects which simply met minimum local
standards (such as main replacements or extensions of 8 inch or smaller diameter), no share
of capacity was assumed available for growth. Similarly, improvements or replacements
intended to reach minimum system standards based on existing needs were also excluded.

®* For the water treatment facility, the City capital improvement plan identifies minor plant
improvements needed to reach full capacity. The cost of those improvements has been
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transmission capacity. Further, larger mains were considered to also provide local service,
and only capacity in excess of the capacity of an 8 inch main was considered to provide
additional system capacity. For this analysis, $11,470,529 represents the portion of system
cost thus attributable to local sewer collection and excluded from the cost basis.

* Current outstanding debt principal totals $6,874,938, while the sewer utility also has
$3,557,488 in cash and investments, assets not included in the total above. Based on this, the
net liability of $3,317,450 was considered to be a burden new customers would assume as
ratepayers, and deducted from the SDC cost basis.

This results in a net system cost of $25,414,815 related to the capacity-bearing infrastructure of
the sewer system. To determine the cost of unused capacity, system assets were then further
evaluated to determine the portion of the existing system available for growth, and then apportion
a corresponding share of cost. The following general steps were taken:,

® TFor the sewer treatment facility, the share of unused capacity available for growth is based on
an evaluation of treatment plant components. For those with adequate capacily for current
and future needs, unused capacity is assumed to be 37.7% of total capacity. For the majority
of plant investment, which requires expansion in the upcoming improvement program, a
much smaller share of cost is available for expansion, roughly 6%, based on remaining
connections available. The aggregate (weighted average) percentage estimated to be
available for growth is 11%.

e For transmission mains, several issues are introduced into the allocation of costs. Many
sewer mains serve two purposes: transmission of sewer from other areas of the system, and
provision of local collection service. For this analysis, the portion of system cost attributable
to local sewer collection has been excluded from the cost basis. In general, the City considers
that lines of 8 inch diameter or less primarily provide local collection. Based on this, as a
conservative assumption, no mains of & inch or lesser size were considered to provide
transmission capacity. Further, larger mains were considered to also provide local service,
and only capacity in excess of the capacity of an 8 inch main was considered to provide
additional systern capacity. Finally, the available capacity in excess of the 8 inch equivalent
was allocated between existing and future customers based on the share of available treatment
capacity. As a result, only a very small share of the existing transmission system was
determined to be eligible for the SDC reimbursement fee.

e A proportionate share of outstanding sewer debt was then deducted.

Based on the application of these allocation rules, the portion of net system cost found to be
attributable to capacity available for growth was $2,740,944, or roughly 12.4% of the net system
cost.

Since the sewer freatment portion of the SDC will remain applicable to new Redwood
connections, while the sewer transmission portion would not, the reimbursement fee has been
separately determined for treatment and transmission. Dividing the cost of unused capacity by
estimated growth in equivalent residential units resulted in a sewer reimbursement fee of $217 for
treatment and $46 for transmission, for a total of $263 per residential equivalent.

C. Improvement Fee Calculation

The City has adopted a sewer capital improvement plan which forms the basis for the
improvement fee. The following approach was taken to determine the cost of capacity-increasing
capital improvements, the numerator in the improvement fee calculation, and calculate the fee.

® The total project cost identified in the sewer capital improvement plan is $34,602,000. For
each project in the sewer capital improvement plan, City utility staff and engineers evaluated
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With respect to applicability, it is clear that credits are limited to the improvement fee portion of
the correspondit  SDC, and to the specific development including subsequent phases. While the
statute allows for transferability of credits at City discretion, we recommend against such a
provision due to the administrative burden and complexity this introduces. Finally, credits must
sunset after no more than 10 years.

City policy further specifies that credit requests must be made within 90 days of the acceptance of
the qualified improvement, and defines the terms of improvement acceptance. The policy also
addresses apportionment of SDC credits, limitations on transferability of credits, and timing —
limiting use of credits to ten years after receipt.

VII. ADMINISTRATION AND ACCOUNTING

The water and sewer SDCs are made up of two distinct components: a reimbursement fee and an
improvement fee. We recommend that the City record and account for each component
separately for two primary reasons:

o Use of the improvement fee is restricted to projects or debt service related to expanding
capacity, while the reimbursement fee can be used for any capital projects or debt service. If
not separated, the more stringent standards would apply to all funds.

s SDC credits are only applicable against the improvement fee portion of the charge.
Maintaining the separate charges ensures that City cash flow from reimbursement fees is not
eroded by the redemption of credits.

Under ORS 223.311, the City is required to provide an annual accounting of SDCs which
includes: the total amount of SDC revenues collected for each system; the projects that were
funded; the amount spent on each project funded, in whole or in part, with system development
charge revenues; and the amount of revenue collected by the local govemment from system
development charges and attributed to the costs of complying with the provisions of the statute.
We would further recommend that this accounting also provide the balances of funds in SDC
reimbursement and improvement accounts, and an accounting of SDC credits issued, redeemed,
expired, and outstanding.

It is also important to note that Oregon law (ORS 223.304) allows for public agencies to keep up
with construction cost inflation by indexing system development charges to a cost escalator that is
“published by a recognized organization or agency that produces the index or data source for
reasons that are independent of the system development charge methodology.” The publication
Engineering News Record (Construction Cost Index) is often used for this purpose, as it relates to
the cost of new infrastruciure, and we recommend that the City adopt the use of this index for
annual escalation of the charges.

Finally, a potentially valuable element of an SDC policy and administrative structure is to provide
for potential exceptions. This can have two elements.

First, larger scale commercial or industrial development may not conform to the simple scaling
factors provided in the SDC schedules. It is fairly common to provide for an exception process
in ordinance or resolution for large or unusual new customers, which would allow the City to
base the SDC on a specific engineering analysis of the prospective customer, rather than standard
schedules. This option could be structured for customers requiring larger than a certain size water
meter (e.g. larger than 2 inch meters) or more than a certain number of ERUs (e.g. over 50
ERUs), or for other unique circumstances (such as highly seasonal or temporary services). In
addition to helping ensure equity, such an alternate approach may provide the City with added
flexibility to be responsive to unique development opportunities or issues.
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