To: 
Cape Elizabeth Town Council 

From:   Michael K. McGovern 

Re: 
Sewer Rates 
Date:
January 25, 2012
I am recommending a four step increase in sewer rates to meet revenue needs to fund nearly completed work on the Southern Cape Elizabeth Treatment Plant and to address DEP mandates to curtail the frequency of our one combined sewer overflow.  The estimated cost of system improvements to address the combined sewer overflow is $2.5 million over the next five years with $500,000 to $700,000 of this recommended to be funded with existing balances in the sewer user fund and the balance of $1.8 to $2.0 million recommended to be funded through a 15 year bond to be issued in 2014 which will require an approximate $150,000 additional annual expense for amortization. 

The proposed sewer user rates would result in $349,295 more in annual revenue in FY 2016 than in FY 2012.  The cumulative increase is 20%.  It is recommended a public hearing be set for February 13, 2012.  The Portland Water District and the combined sewer overflow engineer will be present at your January 11, 2012 workshop. 
-----------------------------------------------------------------------------------------------------

Background

The Town Council last looked at sewer rates in 2008 as work was beginning to get underway on improvements to the 25 year old treatment plant on Spurwink Avenue.  That work is nearing completion. 
In 2008, the projection showed that we would need a 27% sewer rate increase in FY 2011. Instead of enacting such a significant rate increase all at once, the staff recommended and the Town Council adopted 4% increases on January 1, 2009, 2010 and 2011. We must now address the balance of the revenue requirement and it is timely to consider how we will fund continuing updates of the older parts of our system and especially the need to curtail the combined sewer outfall (CSO) from the Ottawa Road pump station. 

The 2008 analysis projected our revenue requirement would extend out to $1,921,720 in 2012 and $1,987,101 in 2013.  The 2008 projections provided for surpluses through 2010 and a projected deficit in 2011. Our current projections after receiving Portland Water District assessment forecasts are as follows:
FY 2012
$1,491,717

FY 2013
$1,723,377

FY 2014
$1,925,235

FY 2015
$1,994,519

FY 2016
$2,069,267

This shows that the 2008 projections were on target except that amounts have slid a year later.   The 2008 original 27% increase would have resulted in a monthly minimum sewer user fee of $43.82 and an incremental fee of $5.80 per hundred cubic feet of measured water usage.   The actual 2011 rate was a minimum of $37.90 and an incremental fee of $4.95. 

With projections of the Portland Water District sewer assessment and debt serve requirements  available through FY 2016, I am recommending the following sewer user rates to be effective as indicated into 2016: 

Current:  (Began effective  January 1, 2011) 
$    37.70          Up to 100 cubic feet of monthly measured water usage

$      4.95         Each additional 100 cubic feet, or fraction thereof, of monthly measured usage
Recommended

Effective March 1, 2012

$    40.00          Up to 100 cubic feet of monthly measured water usage

$      5.10         Each additional 100 cubic feet, or fraction thereof, of monthly measured usage

Effective March 1, 2013

$    43.00          Up to 100 cubic feet of monthly measured water usage

$      5.25         Each additional 100 cubic feet, or fraction thereof, of monthly measured usage

Effective March 1, 2014

$    46.00          Up to 100 cubic feet of monthly measured water usage

$      5.41         Each additional 100 cubic feet, or fraction thereof, of monthly measured usage

Effective March 1, 2015 

$    48.00          Up to 100 cubic feet of monthly measured water usage

$      5.57         Each additional 100 cubic feet, or fraction thereof, of monthly measured usage

The sewer service charge shall be applied directly for each water meter in place and for every structure attached to the municipal sewer.  

B.  Sewer Connection Fee Effective January 1, 2010 

 
Pursuant to Sec. 15-1-6 (b) and 15-1-6 (c) of the Town Ordinances, the connection fee, including inspection and start-up assessment, shall be as follows:

$4,000 for each unit to be served by the municipal sewer system with said fee to be paid prior to any connection to said system.

C.
ORDERED, in accordance with Sec. 15-1-11 (c) of the Sewage Ordinance, interest for past-due sewage charges shall be assessed beginning twenty-five (25) days after date of billing at the same interest rate as is charged for past due taxes. 
----------------------------------------------------------------------------------------------------------
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These rates would result in $349,000 in additional annual revenue in FY 2016 than in FY 2012.  The proposed rate increases are 4.5% in March of 2012 and 5.7%, 5.4% and 3.8% respectively in the following three years. The cumulative increase is 20.2%.  The increase is attributable to increased assessments from the Portland Water District primarily for the Southern Cape Treatment Plant and an estimated allowance for the curtailment of the combined sewer overflow.   
I should note that a “revenue requirement” for our sewer budget is a rate increase for the local sewer customers.  As the actual assessments will be little varied from the projections and we continue to face the reality of a decaying system, I believe that a longer term approach to rates is sound. There is certainly no mandate to look at rates over four years, but at least three years gives us the ability to address remediation of the CSO  with the DEP and enables continuing short term improvements to our system which should result in  fewer sewer backups.  
The Sewer User Fund
As referenced earlier the sewer user fund has had positive results since FY 2008. The fund balance is now $1,011,776 of which $313,217 is in receivables. 
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These positive results came about as we were planning for the increases in the PWD assessment and we have not undertaken any significant local capital improvements in our sewer system while awaiting the results of a study of alternatives to resolve the combined sewer overflow at the Ottawa Road pump station.  The Town Council is receiving a separate report on the Ottawa Road pump station which shows that Cape Elizabeth likely needs to reduce about 550 gallons per minute of flow during peak flows. The consulting engineers’ estimates for solutions to address a significant reduction in overflow events indicate that we are facing about a $2.5 million dollar investment over the next five years.  This number has some elasticity as we still need to zero in on the best methods to achieve the desired flow reductions. Nonetheless, it is evident that the sewer user fund will have an impact in the $2.5 million range and some sewer customers who will need to address their own private lines will also bear a burden. 
The staff recommendation is to fund $500,000 to $700,000 of the improvements from the fund balance of the sewer user fund and the balance from a bond to be issued in FY 2014.  The annual Ottawa Road CSO $150,000 estimate in the expenditure needs in the sewer rate calculations beginning in FY 2014 is for repayment of a new 15 year bond.  
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Thank you for your consideration of this recommendation. 
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FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016

Revenues

Sewer Bills- If Stay at Current Rates 1,492,715 $  1,494,953 $  1,619,259 $  1,628,963 $  1,677,708 $  1,677,708 $  1,677,708 $  1,677,708 $  1,677,708 $ 

Connection Fees 28,000 $       33,550 $       48,000 $       38,176 $       25,000 $       20,000 $       20,000 $       20,000 $       20,000 $      

Miscellaneous 3,372 $         2,351 $         2,878 $         3,363 $         3,000 $         3,000 $         3,000 $         3,000 $         3,000 $        

Total 1,524,087 $  1,530,854 $  1,670,137 $  1,670,502 $  1,705,708 $  1,700,708 $  1,700,708 $  1,700,708 $  1,700,708 $ 

Expenditures

Local Operations and Maintenance 40,756 $       34,610 $       57,084 $       114,080 $     62,154 $       65,000 $       70,000 $       70,000 $       72,000 $      

Portland Water District Assessment 1,031,754 $  1,049,052 $  1,069,518 $  1,089,984 $  1,110,000 $  1,338,814 $  1,385,672 $  1,454,956 $  1,527,704 $ 

Local Capital Improvements 44,821 $       60,138 $       35,024 $       55,645 $       100,000 $     100,000 $     100,000 $     100,000 $     100,000 $    

Local Debt Service 359,183 $     219,335 $     220,017 $     219,563 $     219,563 $     219,563 $     219,563 $     219,563 $     219,563 $    

Ottawa Road CSO Projection 150,000 $     150,000 $     150,000 $    

Total 1,476,514 $  1,363,135 $  1,381,643 $  1,479,272 $  1,491,717 $  1,723,377 $  1,925,235 $  1,994,519 $  2,069,267 $ 

Change in Fund Balance 47,573 $       167,719 $     288,494 $     191,230 $     213,991 $     (22,669) $      (224,527) $    (293,811) $    (368,559) $   

Recommended Sewer User Rates  Current Proposed Proposed Proposed Proposed

Minimum Monthly Rate  37.70 $         40.00 $         43.00 $         46.00 $         48.00 $        

Incremental per hundred cubic feet 4.95 $           5.10 $           5.25 $           5.41 $           5.57 $          

Cumulative 

Additional Revenue from Minimum Charge 61,575 $       80,316 $       53,544 $       53,544 $       248,979 $ 

Additional Revenue from Incremental Charge  24,270 $       24,270 $       25,888 $       25,888 $       100,316 $ 

Total Additional Revenue 85,845 $       104,586 $     79,432 $       79,432 $       349,295 $ 

Cumulative Increase 85,845 $       190,431 $     269,863 $     349,295 $    

Total Revised Revenues 1,786,553 $  1,891,139 $  1,970,571 $  2,050,003 $ 

Change in Fund Balance 63,176 $       (34,096) $      (23,948) $      (19,264) $      (14,132) $  

Based on 2231 Sewer Accounts (26,672 Bills)

Based on 161,803 HCF Annual Billable Consumption

PWD Assessment Per Nov. 9, 2011 PWD Projection
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				FY 2008		FY 2009		FY 2010		FY 2011		FY 2012		FY 2013		FY 2014		FY 2015		FY 2016

		Revenues

		Sewer Bills- If Stay at Current Rates		$   1,492,715		$   1,494,953		$   1,619,259		$   1,628,963		$   1,677,708		$   1,677,708		$   1,677,708		$   1,677,708		$   1,677,708

		Connection Fees		$   28,000		$   33,550		$   48,000		$   38,176		$   25,000		$   20,000		$   20,000		$   20,000		$   20,000

		Miscellaneous		$   3,372		$   2,351		$   2,878		$   3,363		$   3,000		$   3,000		$   3,000		$   3,000		$   3,000

		Total		$   1,524,087		$   1,530,854		$   1,670,137		$   1,670,502		$   1,705,708		$   1,700,708		$   1,700,708		$   1,700,708		$   1,700,708

		Expenditures

		Local Operations and Maintenance		$   40,756		$   34,610		$   57,084		$   114,080		$   62,154		$   65,000		$   70,000		$   70,000		$   72,000

		Portland Water District Assessment		$   1,031,754		$   1,049,052		$   1,069,518		$   1,089,984		$   1,110,000		$   1,338,814		$   1,385,672		$   1,454,956		$   1,527,704

		Local Capital Improvements		$   44,821		$   60,138		$   35,024		$   55,645		$   100,000		$   100,000		$   100,000		$   100,000		$   100,000

		Local Debt Service		$   359,183		$   219,335		$   220,017		$   219,563		$   219,563		$   219,563		$   219,563		$   219,563		$   219,563

		Ottawa Road CSO Projection														$   150,000		$   150,000		$   150,000

		Total		$   1,476,514		$   1,363,135		$   1,381,643		$   1,479,272		$   1,491,717		$   1,723,377		$   1,925,235		$   1,994,519		$   2,069,267

		Change in Fund Balance		$   47,573		$   167,719		$   288,494		$   191,230		$   213,991		$   (22,669)		$   (224,527)		$   (293,811)		$   (368,559)

		Recommended Sewer User Rates										Current		Proposed		Proposed		Proposed		Proposed

		Minimum Monthly Rate										$   37.70		$   40.00		$   43.00		$   46.00		$   48.00

		Incremental per hundred cubic feet										$   4.95		$   5.10		$   5.25		$   5.41		$   5.57

																						Cumulative

		Additional Revenue from Minimum Charge												$   61,575		$   80,316		$   53,544		$   53,544		$   248,979

		Additional Revenue from Incremental Charge												$   24,270		$   24,270		$   25,888		$   25,888		$   100,316

		Total Additional Revenue												$   85,845		$   104,586		$   79,432		$   79,432		$   349,295

		Cumulative Increase												$   85,845		$   190,431		$   269,863		$   349,295

		Total Revised Revenues												$   1,786,553		$   1,891,139		$   1,970,571		$   2,050,003

		Change in Fund Balance												$   63,176		$   (34,096)		$   (23,948)		$   (19,264)		$   (14,132)

		Based on 2231 Sewer Accounts (26,672 Bills)

		Based on 161,803 HCF Annual Billable Consumption

		PWD Assessment Per Nov. 9, 2011 PWD Projection
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