RESOLUTION NO. 3003

A RESOLUTION ADOPTING A SEWER SYSTEM DEVELOPMENT CHARGE
METHODOLOGY

Findings:

A Bend Code Chapter 12.10 and ORS 223.297-223.314 allow the establishment of
System Development Charges (SDC). Bend Code Sectlon 12.10.050(C) allows Council
to amend SDC methodology by resolution.

B. Cities may periodically index SDCs for inflation, provided the index used meets
the standards set forth in ORS 223.304. The City of Bend indexes the Sewer SDCs in
accordance with the 20 City Average Construction Cost Index published in the
Engineering News Record.

C. The City last amended the Sewer Systems Development Charge (SDC)
methodology in 2008. In July, 2014, the City commissioned a study to provide new
methodology and calculations for Sewer SDCs, based on current conditions.

D. - The methodology used to establish the sewer SDC in this resolution is contained
in a report titled “Final Report for Sewer System Development Charge Study” prepared
by FCS Group in June, 2015. The current sewer SDC is $3,058 per equivalent dwelling
unit (EDU). The total proposed sewer SDC is $4,341 per EDU, which represents an
increase of $1,283 (42 percent).

Based on these findings, the City of Bend resolves as follows:

Section 1. The City of Bend adopts the methodology established by the FCS Group
report, dated June, 2015, and attached as Exhibit 1.

Section 2.  The sewer SDC in the City of Bend shalt be $4,341 per EDU. The Fee
Resolution {Resolution 2998) is amended by amending line 2.11.02 to
reflect the new Sewer SDC of $3,699.50 per EDU effective September 1,
2015 and $4,341 per EDU effective March 1, 2016. The Resolution is not
otherwise amended.

Section 3.  This sewer SDC and methodology replaces the sewer SDC and
methodology adopted in Resolution No. 2706.

Section4.  The amount of the Sewer SDC shall be adjusted annually to reflect
increased cost, with the adjustment based on the 20 City Average
Construction Cost Index as published in the Engineering News Record.
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Section 5.

The Sewer SDC adopted by this resolution shall be implemented in two
phases. Phase 1 shall increase the Sewer SDC to $3,699.50 per EDU
effective at 12:00 a.m. September 1, 2015, provided that the revised
Sewer SDC will not be applied to projects that have completed and
submitted plans to the Building Department for a building permit prior to
that date. Phase 2 shall increase the Sewer SDC to $4,341 per EDU
effective at 12:00 a.m. March 1, 2016.

Adopted by a roll call vote of the Bend City Council on August 19, 2015.

Yes:

ATTEST:

"Ll

Jim Clinton, Mayor No: Victor Chudowsky
Sally Russell Casey Roats
Nathan Boddie

Barb Campbell

MR L

Jim Clinton, Mayor

>

Robyn €hristie, City Recorder
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SECTION 1: INTRODUCTION

This section describes the legal context and scope of engagement upon which the body of this report
is based. It concludes with an overview of the calculation approach employed in subsequent sections
of this report.

LEGAL CONTEXT

Oregon Revised Statutes (“ORS”) 223.297 to 223.314 authorize local governments to establish
system development charges (“SDCs”). These are one-time fees on new development, and they are
paid at the time of development. SDCs are intended to recover a fair share of the cost of existing and
planned facilities that provide capacity to serve future growth.

ORS 223.299 defines two types of SDC:

B A reimbursement fee that is designed to recover “costs associated with capital improvements
already constructed, or under construction when the fee is established, for which the local
government determines that capacity exists”

B An improvement fee that is designed to recover “costs associated with capital improvements
to be constructed”

ORS 223.304(1) states, in part, that a reimbursement fee must be based on “the value of unused
capacity available to future system users or the cost of existing facilities” and must account for prior
contributions by existing users and any gifted or grant-funded facilities. The calculation must
“promote the objective of future system users contributing no more than an equitable share to the
cost of existing facilities.” A reimbursement fee may be spent on any capital improvement related to
the system for which it is being charged (whether cash-financed or debt-financed).

ORS 223.304(2) states, in part, that an improvement fee must be calculated to include only the cost
of projected capital improvements needed to increase system capacity for future users. In other
words, the cost of planned projects that correct existing deficiencies or that do not otherwise increase
capacity for future users may not be included in the improvement fee calculation. An improvement
fee may be spent only on capital improvements (or portions thereof) that increase the capacity of the
system for which it is being charged (whether cash-financed or debt-financed}.

Chapter 12.10 of the Bend code (“BC™) authorizes the imposition of SDCs within the city of Bend
based on the statutory authority described above. BC 12.10.040A requires that “any resolutions
setting or amending the amount of any SDC shall state the amount of the charge and the methodology
used to set the amount of the charge.”

ENGAGEMENT

The City of Bend (“City™) last updated its water and sewer SDC methodologies in 2008. On July 1,
2014, the City engaged FCS GROUP (“us”) to provide new methodologies and SDC calculations for
water and sewer based on current assumptions and conditions. This report is the proposed

‘:‘E} FCS GROUP www.fesgroup.com
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methodology for sewer, and it contains a proposed schedule of sewer SDCs. The City expects to
update the methodology for water after the water master plan is updated in 2016.

COMPUTATIONAL OVERVIEW

In general, SDCs are calculated by adding a reimbursement fee component (if applicable) and an
improvement fee component—both with potential adjustments. Each component is calculated by
dividing the eligibie cost by projected growth in units of demand. The unit of demand becomes the
basis of the charge. Below are details on the components and relevant adjustments.

Reimbursement Fee

The reimbursement fee is the cost of available capacity per unit of growth that such available
capacity will serve. In order for a reimbursement fee to be calculated, unused capacity must be
available to serve future growth. For facility types that do not have excess capacity, no
reimbursement fee may be charged.

Improvement Fee

The improvement fee is the cost of capacity-increasing capital projects per unit of growth that those
projects will serve. The unit of growth becomes the basis of the fee. In reality, the capacity added
by many projects serves a dual purpose of both meeting existing demand and serving future growth.
To compute a compliant SDC rate, growth-related costs must be isolated, and costs related to current
demand must be excluded.

We have used the “capacity approach” to allocate costs to the improvement fee basis.! Under this
approach, the cost of a given project is allocated to growth by the portion of total project capacity
that represents capacity for future users. That portion, sometimes known as the improvement fee
eligibility percentage, is multiplied by the total project cost to determine that project’s improvement
fee cost basis.

Adjustments

Two cost basis adjustments are potentially applicable to both reimbursement and improvement fees:
fund balance and compliance costs. First, to the extent that SDC revenue is currently available in a
fund balance, that revenue should be deducted from its corresponding cost basis. Second, ORS
223.307(5) authorizes the expenditure of SDCs on “the costs of complying with the provisions of
ORS 223.297 to 223 314, including the costs of developing system development charge
methodologies and providing an annual accounting of system development charge expenditures.” To
avoid spending monies for compliance that might otherwise have been spent on growth-related
projects, this report includes an estimate of compliance costs in its SDCs,

Additional adjustments are potentially applicable to the reimbursement fee. If existing assets were
financed with debt, the outstanding principal should be deducted from the cost basis before applying
a percentage for available capacity. This deduction recognizes that new users will contribute (via
utility rates) the repayment of that debt. Similarly, if existing assets were financed with grants or
gifts, the value of those grants or gifts should be deducted from the cost basis before applying a

! Two alternatives to the capacity approach are the incremental approach and the causation approach. The
incremental approach is computationally complicated, because it requires the computation of hypothetical project
costs to serve existing users. Only the incrementat cost of the actual project is included in the improvement fee cost
basis. The causation approach, which allocates 100 percent of all growth-related projects to growth, is vulnerable to
legal challenge.

’;§> FCS GROUP www.fesgroup.com
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percentage for available capacity. This deduction recognizes that new users should not reimburse the
City for expenses that were actually borne by another agency.

o:g) FCS GRO UI} www.fesgroup.com
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SECTION 2: ANALYSIS

This section provides detailed calculations of the recommended sewer SDCs. These calculations are
based on inputs (like growth assumptions and cost estimates) that have been reviewed and refined in
a rigorous public process. Participants in this process included engineering consultants Murray,
Smith & Associates (“MSA”) and CHZM Hill, City staff, and the Sewer Infrastructure Advisory
Group.

GROWTH

To be consistent with both the City’s current practice and industry standards, we measure demand for
sewer facilities in equivalent dwelling units (EDUs). One EDU represents the burden on the sewer
system of the average single-family residence. Based on the data provided in Exhibit 1, we calculate
that burden to be an average dry weather flow of 200 gallons per day (total residential flow 0f4.90
million gallons per day divided by 24,469 residential accounts):

Exhibit 1
Growth in Customers

24,469

2,189 4,064 1.875
26,658 22,831
5,310,000

45,426 20,957

6,492 12,052 5,560
30,261 57,478 26,517

297 2.97

evenue reqU|remen mode) Collection System Master P an,
Tables 343cmd 3-12; Shad Roundy. e-mail, 04/10/2015. Abbrevlatlons: EDU = equwalent
dwelling unit; gpd = gallons per day.

According to the Collection System Master Plan that was completed in 2014, average dry weather
flow will grow by 5.31 million gallons per day by the end of the planning period in fiscal year 2033-
34. This additional flow represents 26,517 new EDUs over the planning period. These 26,517 EDUs
therefore become the denominator in our SDC calculations.

REIMBURSEMENT FEE

The total original cost of the City’s sewer-related assets (net of developer contributions) is $161
million, City staff reviewed their own records and coordinated with the City’s engineering

{E) FCS GRO Up www.fcsgr'oup.com
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consultants (MSA for collection assets and CH2M Hill for treatment assets) to determine which
assets have available capacity and in which functions of the sewer utility. They determined that, on
average, 15 percent of the capacity of those assets is available to serve future users of the sewer
utility. This percentage represents that portion of costs that can be recovered in a reimbursement fee.
The gross reimbursement fee cost basis is therefore $24 million.

From this total we make two deductions. First, we deduct $6 million of outstanding debt, because
new users will contribute (via sewer rates) to the repayment of that debt. Second, we deduct $6
million in grant funding that the City received for existing sewer-related assets, because the City
cannot require reimbursement of costs borne by another agency. Finally, we add $26 million of work
in process, because ORS 223.299(3) allows a reimbursement fee to recover “costs associated with
capital improvements already constructed, or under construction when the fee is established, for
which the local government determines that capacity exists” (emphasis added). After these three
adjustments, the net reimbursement fee cost basis is $39 million. Dividing this cost basis by growth
0f 26,517 EDUs results in a reimbursement fee of $1,466 per EDU.

Exhibit 2 shows the detailed calculations for the reimbursement fee:

Exhibit 2
Reimbursement Fee

$ 99,550,905 7.44% $ 7.410.072

7,365,247 0.00% -
8,944,770 33.33% 2,981,590

223,055 0.00% -

204,084 0.00% -
6,131,859 0.00% -
3,029,154 0.00% -
5,694,617 0.00% -
7.854,528 40.00% 3,141,811

16,722,631 49.58% 8,291,052

4,505,383 49.58% 2,233,761
160,926,233 14.95% 24,058,287
14.95% {5.971,872)

) 14.95% (5,634,252)

41,376,234 63.83% 26,412,490
$ 38,864,653

26,517

$ 1,464

ity staff and CH2M Hil. Abbreviallons: EDU = equivalent dwelling unit.

IMPROVEMENT FEE

The total cost of planned projects for the sewer utility (net of work in process) is $125 million.
Individual projects were allocated between existing and future users based upon the input of City
staff and the City’s consulting engineers. On average, 60 percent of each project will create capacity
for new users of the sewer utility. This percentage represents that portion of costs that can be
tecovered in an improvement fee. The improvement fee cost basis is therefore $75 million. Dividing
this cost basis by growth of 26,517 EDUs results in an improvement fee of $2,842 per EDU.

Exhibit 3 summarizes these calculations, while detailed project lists can be found in the appendix:

.:§> FCS GROUI) www.fesgroup.com
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Exhibit 3
Improvement Fee

89,430,327 57.20% 51,268,691
76.764,085 65.80% 50,510,740

[41,376,234) 63.83% {26,412,490)

$ 12508177 60.28% $ 75366941

26,517

1iglo s = S 2,842

CH2M Hill fireatment projects and work in process).
Abbrevlations: EDU = equivalent dwelling unit.

ADJUSTMENTS AND TOTAL SDC

Before calculating the total SDC, we must adjust the total charge upward for the costs of compliance {as
authorized in ORS 223.307) and downward for existing fund balance. The City advised us that their costs
of compliance are $44,257 per year and that there is no existing sewer SDC fund balance, As Exhibit 4
shows, these adjustment result in a net increase of $33 per EDU:

Exhibil 4

Source: City skaff; Collection System Master Plan, 2014.
Abbreviations: EDU = equivalent dwelling unit; SDC = system
development charge.

Combining the reimbursement fee, improvement fee, and adjustments results in a total proposed SDC
of $4,341 per EDU, as shown in Exhibit 5:

Exhibit &

$ 4,341
$ 2986
45.39%
$ 1,35
$ 2.800
55.05%
PRl b 1,541
; SDC = system

Abbreviallons; EDU
devetopment charge,
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The proposed SDC represents an increase of $1,355 (or 45 percent) from the cutrent sewer SDC of
$2,986 per EDU.!

' The amount of the current sewer SDC is accurate as of the writing of this report. We understand that the city
council may adopt a resolution increasing the current sewer SDC by 2.4 percent before the end of Tune, 2015,

,:E) FC S G ROUP www.fesgroup.com
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SECTION 3: IMPLEMENTATION

This section addresses two issues related to implementing the SDCs developed in this report. The
first issue is the application of charges to individual developments, and the second issue is the
periodic indexing of charges.

APPLICATION OF CHARGES

To apply the SDCs recommended in this report to an individual development, the City must
determine how many EDUSs that development represents. The City has adopted a list of land uses
with their corresponding number of EDUs in its annual fee resolution, and no changes are proposed
to this list. We recommend that the City periodically review this list and, if appropriate, revise the
number of EDUs assigned to individual land uses.

INDEXING

ORS 223.304 allows for the periodic indexing of system development charges for inflation, as long
as the index used is:

(A) A relevant measurement of the average change in prices or costs over an identified time
period for materials, labor, real property or a combination of the three;

(B) 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; and

(C) Incorporated as part of the established methodelogy or identified and adopted in a
separate ordinance, resolution or order,

We recommend that the City continue its current practice of indexing its charges to the 20 City
Average Construction Cost Index as published in the Engineering News Record.

.:s, FCS GRO UP www.fesgroup.com
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