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COUNCIL MINUTES

The City Council of the City of Raleigh met in a special session at 4:00 p.m. on Monday, April 27, 2009 in the City Council Chamber of the Raleigh Municipal Building, Avery C. Upchurch Government Complex, 222 W. Hargett Street, Raleigh, North Carolina, with the following present.




Mayor Charles C. Meeker, presiding




Mayor Pro Tem James P. West




Councilor Mary-Ann Baldwin




Councilor Thomas G. Crowder (arrived late)




Councilor Philip R. Isley




Councilor Rodger Koopman




Councilor Nancy McFarlane




Councilor Russ Stephenson

Mayor Meeker called the meeting to order and the following items were discussed with action taken as shown.

PUBLIC UTILITIES – CIP REVIEW RECEIVED; NUTRIENT REDUCTION FEE AND WATER AND SEWER FEES – APPROVED; CAPACITY FEE STRUCTURE – INCENTIVE/REBATES – REFERRED TO BUDGET AND ECONOMIC DEVELOPMENT COMMITTEE
City Manager Allen pointed out Council members had been provided a packet of material pointing out the purpose of today’s meeting is to review the proposed CIP program for Public Utilities and hopefully bring the water and sewer rate discussion to a conclusion.  Mayor Meeker pointed out everyone should remember it is much better to be discussing what rate we will sell water for than not have water to sell.  He stated as the Council begins its discussion on water and sewer rates they should remember that whatever option the Council picks including an increase of 17%, Raleigh’s water and sewer rates would be lower than any other in Wake County.

City Manager Allen pointed out Council members have been provided a great deal of information on the 200 plus Public Utility projects that are underway or under consideration.  He stated staff will go into as much detail as the Council so chooses.  Council had received the following memo.
As a result of the discussion at the March 16th Pre-Budget Workshop held with City Council on the overall City budget and subsequent discussions with City Council at their March 17th, April 7th and April 21st regular City Council meetings regarding the City staff’s recommendation to increase water and sewer rates by 17% prior to July 1,  2009, City Council requested that a separate Pre-budget Workshop be held to review just the Public Utilities Department’s portion of the City’s Capital Improvement Program (CIP) as proposed for consideration for the FY 2010 budget year. 

At the April 21st City Council meeting, a request was also made for rate analysis / revenue projection information regarding a potential two step process to increase water and sewer rates, a so-called Option #4, rather than a single rate adjustment as City staff has currently proposed. Specifically the Council requested that we determine what the rates would be for each of the tiers in the previously approved three (3) tiered water conservation rate structure. The following report includes this requested information on the proposed CIP for Public Utilities and the two (2) step w/s rate increase Option #4 suggested by City Council. 

For background purposes, the normal CIP preparation process in Public Utilities involves what is really a year round, continuous staff evaluation of the City’s current water and sewer system in all seven service areas of Raleigh, Garner, Rolesville, Wake Forest, Knightdale, Wendell and Zebulon. Public Utilities staff representatives from all nine (9) divisions within the department meet at least twice per month every month of the year (sometimes as often as four times per month) to review the overall Raleigh Water and Sewer system status in order to develop new CIP projects, revise existing CIP projects and implement the existing CIP projects. The Public Utilities Department staff’s work on the CIP update is periodically enhanced with the results from either minor and major engineering studies commissioned by the City to supplement staff’s information on the City’s w/s system and the CIP projects necessary in order for the City to maintain its current or improved level of water and sewer customer service quality, maintain its current excellent regulatory compliance record and accommodate the anticipated / projected customer growth in accordance with state and federal regulatory requirements for having sufficient capacity in reserve at all times. 

A summary listing of the major studies that have been completed or updated over the past few years that have greatly impacted the current and proposed CIP in Public Utilities was presented. Ultimately this year long process culminates in Public Utilities staff submitting an annual draft update for a new 10 year projected CIP budget for various water and sewer projects in February each year to the City’s Budget Office, which in turn starts a review process in the Budget Office, within the Finance Department and finally in the City Manager’s Office till it is presented as a final draft recommended part of the overall City CIP budget to the City Council in May of each year. The current adopted FY 2009 to FY 2018 Public Utilities 10 year CIP consists of 212 water and sewer projects with an approved total expenditure of $1,403,533,000.

Public Utilities staff had proceeded this year with our normal CIP preparation process and actually submitted an updated 10-year CIP in February this year that totaled $1,470,550,000 for the new projection period of FY 2010 to FY 2019, prior to receiving the actual revenue results of the first 6 months of revenue collection for the current fiscal year. Those results indicated a significant deviation (approximately 10%) in the revenue that had been projected for the same period when the current year CIP and operational budgets were approved by City Council back in June, 2008. The collected revenues were applied to the City’s new w/s enterprise fund debt and rate projection model prepared by our financial consultants at Raftelis, along with significant help from Citi Group and DEC Associates and the City’s Finance Department, and the results produced w/s rates significantly higher than had been previously approved by Council for a 10-year CIP expenditure totaling $1.4 billion. 

Public Utilities and Finance Department staff began immediately making reductions to the proposed expenses loaded into the w/s rate model such as the proposed FY 2010 Public Utilities Department Operational budget, the current and future debt financing and the proposed 10 year CIP. After many iterations, it became apparent to the team of staff and financial consultants working on this issue, that we simply could not reduce the current and future expenses enough to return to the previously reported w/s rate increases for the next 10 year period of CIP financing and that a higher w/s rate increase was necessary and that the w/s rate increase was necessary before the start of fiscal year 2010. In order to minimize the additional w/s rate increases, supplemental revenue was identified and factored into the model for greater amounts of miscellaneous revenue from oversized w/s main reimbursements, contract customer water capacity sales and higher w/s connection fees. These significant miscellaneous revenue increases, along with the reductions to the Operational Budget, Debt Service and proposed CIP Budget, resulted in the w/s rate increase necessary on May 1, 2009 being reduced down to a 17% increase for FY 2010 and then a possible return to the previously reported 9% increase in FY 2011. 

Attached to this report was a summary spreadsheet that indicates the totals for the adjustments / reductions that have been made to the proposed CIP. As you can see, we propose to simply defer projects in the CIP to a longer planning period (10 years to now 15 years) rather than delete projections, since we believe that all of the projects previously proposed in the CIP are still necessary in order for the City to maintain its current or improved level of water and sewer customer service quality, regulatory compliance, and accommodate the anticipated customer growth, which is assumed to be less than previous projections. Officially there is only two (2) phases to the PUD CIP for a 10 year total plan, but due to the revenue variance from prior capital financing projections, we have added a third 5 year period to indicate that we have not deleted any w/s projects from the approved CIP to address the revenue variance we are currently experiencing, we have simply shifted some w/s projects totaling $476,473,500 to a “Phase III”. Therefore instead of our proposed CIP total expenditures for the FY 2010 update increasing by $67,017,000 when compared to the adopted FY 2009 total as we had originally proposed, we have reduced the total expenditures proposed by $476,473,500, a change of $543,490,500. Note that we also included some w/s projects that have been projected for construction in “Phase III” timeframe, such as the Little River Reservoir Water Treatment Plant to get to the projected total of $692,502,000 in “Phase III”. I have also attached a detail listing of each project in the revised, proposed CIP so that you may see the exact change that has been made to proposed funding and in what fiscal years. Our staff will be prepared to review this detailed listing of CIP projects with City Council at the April 27th Workshop. 
The additional w/s rate Option #4 requested by City Council at their April 21st meeting is attached and the units are shown in 1,000 gallons, not CCF (hundred cubic feet). Also, included on this one page summary is a direct comparison of Option #4 w/s rate results to the current w/s rates for FY 2009 and the recommended Option #3 proposed w/s rates, again all shown in 1,000 gallon units. Option #3 applies a 17% w/s rate increase effective on May 1, 2009, along with a phased increase in connection fee revenue in FY 2010 and FY 2011. Option #4 defers of a portion of the proposed w/s rate increase until Dec. 1, 2009, when the tier water conservation rates are to be made effective, but also includes the phased same increase in connection fee revenue in FY 2010 and FY 2011 assumed in Option #3.

I must point out that in today’s environment in the Raleigh service area there are significant risks the City will not generate the w/s sales revenue necessary to meet all of its financial benchmarks and obligations necessary to maintain a AAA credit rating for the water and sewer enterprise fund and its bond rate covenants if Option #4 is approved rather than Option #3 City staff has recommended. 

Recommendation:

Public Utilities recommends City Council approval of the proposed revisions to the Public Utilities Capital Improvement Plan, along with approval of a 17% water and sewer rate increase as previously proposed with an effective date of May 1, 2009, along with approval of the recommendations for an additional $500 increase per connection to the Water Nutrient Fee in 2010, effective on July 1, 2009 and beyond the w/s connection fee amounts set previously for FY 2010, and concurrence with a planned additional increase of $1,000 effective July 1, 2010 for FY 2011. Thanks, Dale.
The summary/comparison of the Options 3 and 4 follows:

	OPTION #4 W/S Rate Increase Comparison to OPTION #3
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Current
	Option #3
	
	
	Option #4
	

	
	
	
	
	
	17% May 1 Inc.
	
	
	
	

	
	Projected Water Rates
	
	1,000 gals
	1,000 gals
	
	
	1,000 gals
	

	
	May 1 Thru Nov 30 Non-Residential Rate
	$2.63 
	$  3.07
	
	
	$  2.85
	

	
	Dec 1 Thru Jun 30 Non-Residential Rate
	$2.63 
	$  3.07
	
	
	$  3.25
	

	
	May 1 Thru Nov 30 Residential Rate
	$2.63 
	$  3.07
	
	
	$  2.85
	

	
	Dec 1 Thru Jun 30 Tiered Rates
	
	
	
	
	
	
	

	
	
	Tier 1
	
	
	$  2.63
	
	
	$  2.80
	

	
	
	Tier 2
	
	
	$  3.94
	
	
	$  4.15
	

	
	
	Tier 3
	
	
	$  5.25
	
	
	$  5.50
	

	
	
	
	
	
	
	
	
	
	

	
	Projected Sewer Rates
	
	
	
	
	
	
	

	
	May 1 Thru Nov 30 Sewer Rate
	
	$2.44 
	$  2.85
	
	
	$  2.66
	

	
	Dec 1 Thru Jun 30 Sewer Rate
	
	$2.44 
	$  2.85
	
	
	$  2.97
	

	
	
	
	
	
	
	
	
	
	

	
	* All Monthly Service Charges increase at same percent indicated in each option, including mid-year increases.


Public Utilities Director Crisp pointed out Council members received a revised CIP and Lex Warmath and Doug Carter as well as Senior Staff of the Public Utilities Department are present to answer questions.  Public Utilities Director Crisp using a Powerpoint presentation talked about the major engineering studies that have been completed on Raleigh’s water and sewer system.  He touched on those and pointed out copies of those studies are available on the Council table for illustration of the amount of studies that have been done.  He stated these studies have guided us through the years and pointed out he knows of no other utility in North Carolina that has done this amount of extensive study.  

He went over the CIP budget totals summary as follows:

Public Utilities CIP Budget Totals Summary




Phase I

Phase II

       Total
   “Phase III”       New Total
Adopted FY 2009 
$546,529,000
$856,824,000
$1,403,353,000

$0
       $0
Initial
FY 2010

$602,538,500
$868,012,000
$1,470,550,500

$0
      $0

Revised FY 2010

$374,903,500
$551,976,000
$   926,879,500
$692,502,000     $1,604,366,500

Note:
Officially there is only two (2) phases to the PUD CIP for a 10 year total plan, but due to the revenue variance from prior capital financing projections, we have added a third 5 year period to indicate that we have not deleted any w/s projects from the approved CIP to address the revenue variance, we have simply shifted some w/s projects totaling $476,473,500 to develop a “Phase III”. As you can see, we have also included some new w/s projects that have been projected for construction in the Phase III timeframe, such as the Little River Reservoir Water Treatment Plan, to get to that projected total of $692,502,000.    
He explained the Public Utilities Staff went through the usual process in developing the CIP.  They meet at least once a month and sometimes twice a month to review the status of the existing projects and new projects that are needed, etc.  He pointed out as the chart shows the initial CIP for FY2010 was $1,470,550,500.  He stated however after the first few months they looked at the revenue and realized they had to do something and the revised FY2010 CIP is $926,879,500.  He explained they looked at the 25 year history of projects and come up with a Phase III as outlined on the charts.  Mr. Crisp pointed out they went through the CIP and categorized the various expenditures into rehab, growth, operational/regulatory, merger or other and explained the meaning of each and briefly touched on the CIP revised charts Council had received.  
Mayor Meeker questioned if projects could be delayed based on slowed projected growth and the possibility or the need to have an independent review as to how we should go about that.  Public Utilities Director Crisp pointed out no one knows the City’s needs like our staff.  He stated there are engineering consultants that have some of the information but the staff, he feels, knows best as to what could or should be delayed.  The difference in new customers was touched on with Public Utilities Director Crisp pointing out over the past 10 or so years we have been averaging about 5,000 to 6,000 new connections per year.  This year we have had about 2,300 hundred new connections.  He talked about the slow growth and the hope that it is short lived, etc.  

Mr. Stephenson had questions about revisiting or revising the projections based on the slower growth/economy with Mr. Crisp pointing out we haven’t formally revised the projections as it is felt it may be premature to make the changes.  How our best estimates are supplied and utilized was talked about.  What data we have to support the projections was also touched on.  Mr. Crisp talked about operational data, the changes in the projected or revised CIP, ground water, the hope that what we are seeing right now is a short blimp in the economy but questions as to whether it is big enough to talk about delaying projects.
The City Manager talked about long-term growth expectations, adjustments we are making short-term, growth projections and how that plays into the CIP, the fact that the Council reviews every bond issue and every project before it goes forth pointing out that the CIP is basically just a planning document.  Other discussion followed about the differences in consumption, revenue, etc. this year compared to last year how you account for that, why our utilities are on a pay as you go or funded by user fee only; the fact that the utilities are a enterprise system and things the City has done that promotes that even more such as going from GO bonds to Revenue bonds, the need for it to be a utility as we serve citizens outside our corporate limits, therefore, it would not be fair to use taxpayers money.  
Mr. Koopman had questions about comments such as growth pays for itself and he is questioning that, the amortization period of our facilities, and how the City deals or looks at peak demand.  Public Utilities Director Crisp talked about water and sewer systems not necessarily being designed to deliver portable water but it also must be designed to meet portable water plus fire demand and how sewer systems are designed to handle tropical storms, water systems being designed to meet average consumption, fire demand and fire demand simultaneously and the fact that water is prepositioned in elevated tanks helps control or cut down on the needed size of lines.  

Mayor Meeker had questions concerning the merged cities and whether the City is recovering its capital cost with Mr. Crisp explaining the status of the payments from our partners.  Whether the partners on our system will be increasing their water rates was touched on.

Mr. Isley expressed concern about the uncertainty or the untested results of tiered water structures.  He stated it is untested and he just has problems getting his hands around projected revenue, how the tiered system works as it relates to wet years, dry years and whether it is prudent to rely on a tiered system and just general concerns.  The City Manager and Lex Warmath spoke about the risks of tiered systems, how Raleigh going to a tiered system at this point has risks because of the present bi-monthly billing system, the economy and conservation and the part that pays in revenue generated, broader range between the tiers to try to come to a revenue neutral and all of the factors that figure into that.  Mr. Warmath talked about timing being everything and how the timing, weather conditions, how long it takes people to start adjusting their behavior, changing weather patterns and the impact those play on revenue generated was touched on.  In response to questions from the Mayor, Mr. Warmath pointed out we probably need a whole year of data with normal weather conditions or standard weather conditions before we can tell the full revenue impact of the tiered system.  Ms. Baldwin questioned if it makes sense to do some type pilot program as has been suggested by Mr. Isley with it pointing out not necessarily because it would have the same risk factors, whether timing behavior, etc. that is the same type issues and possible distorted trends.
MR. CROWDER ARRIVES AT THE MEETING AT 4:45 P.M.

Discussions, questions and answers, hypothetical scenarios, how water and sewer systems are designed, how the tiered rate structure is put together, whether it should be tweaked, whether there are cost involved in going to a tiered system on the part of the city was debated.  Other discussions related to whether there is a specific number or dollar amount we have to hit to maintain our AAA bond rating, what bond raters actually look at and what a 17% increase in water and sewer rates would produce money wise.  The dollar amount needed to take care of our operating and CIP budgets.  The difference in Option 4 and Option 3 on each individual water bill, the City’s total debt service, target as it relates to debt service, elements that drive projected utility bill increases, the impact of gradual increases versus a one-time infusion and questions and answers relative to bond raters and their strategies were veiled.  Mr. Stephenson had questions relative to a one-time transfer would cutting the coverage ratios and how that would be seen by the bond raters with Mr. Warmath and Chief Financial Officer James having differing opinions.  Mr. James stated he would check on the questions.

Ms. Baldwin questioned if the Water Conservation Advisory Council had discussions about the timing of the implementation of tiered rates with Mary Brice pointing out that discussion was not held.  There was discussion about the general recognition that conservation on the part of our customers would result in revenue changes.  
How the Council was going to proceed with its discussions was talked about with the Mayor pointing out he felt we should continue or complete the discussions of the CIP then talk about the capacity fee and then options for water and sewer rates.  The impact of capacity fees on the CIP and whether the merged towns will pass on increased rates and capacity fees was asked about.  It was pointed out some of that is included in the contracts with Mr. Crisp pointing out the City staff is in dialogue with each of the five merged facilities relative to rates and passing rates to their customers.  Mr. Crowder had questions relative to several items in the CIP which were answered by Mr. Crisp.  
Discussion followed relative to Option 3 which is recommended by Administration and Option 4 which was put forth by the Mayor.  Mr. Stephenson questioned the ultimate level the City is going after as it relates to capacity fees with the City Manager pointing out he had projected a $500 increase effective July 1, 2009 along with another $500 in 2010 and then another $1,000 which would take up to about $3,400.  How our capacity fees compare to surrounding towns was talked about with Mr. Stephenson talking about the need to shoot for fees based on population, age of system, size of municipality.  Mr. Crowder talked about growth and how that plays into the ratios after which Mayor Meeker moved approval of a $500 increase per connection to the water nutrient fee effective July 1, 2009.  His motion was seconded by Ms. McFarlane.  Discussion followed relative to the economy, growth, impact of increased fees on growth, Ms. Baldwin’s concern about the lack of the ability to guide growth or the need to have ability to guide growth pointing out she feels we need to encourage growth where we want it.  How the increased fees relates to affordable housing capacity fees, how to use these fees to provide incentives or provide rebates was talked about.  Mr. Crisp pointed out this fee is for new connections only.  Each connection would have a fee, therefore if you have a complex that has 400 units but has one connection that would be one fee versus a subdivision that would have a fee per unit.  The developer of the complex would have a larger meter fee but there are incentives built in.  The amount of money this would bring in was talked about.  Mr. West expressed concern about the impact on affordable housing after which Mayor Meeker suggested that we refer an item to BED to talk about the structure of capacity fees – incentives/rebates.  That motion was seconded by Mr. West and put to a vote which resulted in all members voting in the affirmative except Mr. Isley who voted in the negative.  It was clarified that the motion passed was to increase the water nutrient fee by $500.  Effective July 1, 2009, and refer to Budget and Economic Development Committee the item structure of capacity fees – incentives/rebates.  The Mayor ruled the motion adopted on a 7-1 vote.

Discussion followed on Options 3 and 4 as it relates to water and sewer rates what the rates would be under each option dollar wise and percentage wise, with various Council members weighing in with their preference and their concerns.  In response to questions from Ms. Baldwin and others, City Manager Allen pointed out Option 4 will not impact our bond rating, it will keep our present bond rating but it will make the City short revenue wise of about a $1 million next year.  Ms. McFarlane moved approval of Option 4 explaining her reasoning.  Her motion was seconded by Mr. Stephenson.  Mr. Koopman expressed an interest in having the City Manager talk to our rating agencies on what specific steps that the Council may take and what causes real measureable impact on our bond ratings.  He keep hearing people say this or that will cause a bad impact but he would like to have some measurable reliable information.  City Manager Allen talked about his experience and the fact that he has given the best advice based on his 30 years or so of service.  He stated Doug Carter who is present and has been listening to the discussion could probably give some good objective view points and advice or some general principles.  Mr. Koopman again stated he would like to have or see a matrix type piece giving measurable impact of various actions.  Mr. Isley again stated he has great concerns and feels the timing of going to a tiered rate is not right.  The motion to approve Option 4 was put to a roll call vote which resulted in all members voting in the affirmative except Mr. Isley and Mr. Crowder who voted in the negative.  The Mayor ruled the motion adopted on a 6-0 vote.  See Ordinances 572 and 573.

Adjournment:  There being no further business, Mayor Meeker announced the meeting adjourned at 5:25 p.m.

Gail G. Smith

City Clerk
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